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THE ECONOMIST 
FIXED TRUST SUPPLEMENT 


SATURDAY, APRIL 6, 1935 


Announcing : Investors 


Gold 


Share Trust 


An investment in 14 of the best established 
dividend paying British gold-mining companies 


This trust has been created for investors who desire a holding in the 
profitable business of gold-mining but wisely desire to spread their risk 
over a wide field. 

All the Companies in the Trust Portfolio are proved undertakings with 
good dividend records. They have been selected for their high earning 
power, rich ore reserves and long lives, estimated in every case to be at 
least twice that of the Trust’s duration. All operate under experienced 
management in British territory and are considered by the Managers to 
represent the soundest and wealthiest of British gold-mining Companies. 

Based on the dividends paid in the last completed financial year on 
the shares selected, the Gross Annual Yield, at a price of 20s. 6d. per sub- 
unit is over 


£7: 10:0 per cent. 


This does not include any capital rights or bonuses of any kind. 


Sub-unit Certificates represent ownership of an 

interest in the Shares of the following Companies :— 
ASHANTI GOLDFIELDS CORPORATION LTD. MODDERFONTEIN East Ltp. 
CONSOLIDATED MAIN REEF MINES & ESTATE LTD. New STATE AREAS LTD. 


CRown of Ltp. Mi 1: Rosinson DseEpP Ltp. “ B.”’ 
GEDULD OPRIETARY MINES LTD. Sus Nica Lz. 


GOVERNMENT GOLD MINING AREAS (MODDERFONTEIN) Van R D L 
CONSOLIDATED L1tp. AN KYN VEEP LTD. 
Lake View & Star Ltp. West RAND CONSOLIDATED MINES*LTD. 


LUIPAARDS VLEI EstaTE & GOLD MINING Co. LTD. WILUNA GOLD CORPORATION LTD. 


Sub-units may be purchased through any bank or stockbroker. 
The minimum number which may be purchased initially is 20. 


The Trustees : 
Royal Exchange Assurance 


The Bankers : 
Barclays Bank Limited 


For full particulars write for Booklet 14 to 


The Managers : 
Investors Specialised Fixed Trusts Limited 


15, Moorgate, London, E.C.2 
Telephones : Metropolitan 3622 Telegrams : Infitrus, Stock, London 
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unicipal and G, eneral 


SECURITIES COMPANY LIMITED 


GROUP OF TRUSTS 


FIRST BRITISH FIXED TRUST 


SECOND BRITISH FIXED TRUST 


THIRD BRITISH FIXED TRUST 


FOURTH BRITISH FIXED TRUST 


FOREIGN GOVERNMENT BOND TRUST 


Municipal and General Securities Com- 
pany Limited, established 1906, are the 
Managers of the above group of Trusts 
and were the pioneers of Fixed Trusts in 
Great Britain, no such Trust in British 
shares having existed before the formation 
by them of “First British” in April, 1931. 
The four Fixed Trusts are of the cumu- 
lative type, and do not distribute share 
bonuses as dividends. 


The success of Municipal and General 
management is reflected in the record of 
their British Fixed Trusts. “First British” 
Sub-Units have ranged between a low 
price of 26s. 3d. and a high price of 42s. 6d. 
The other Trusts in the Municipal and 
General group have also shewn capital 
appreciation. 


The formation last year of the Foreign 
Government Bond Trust created a new 


class of investment offering even to the 
smallest investor an opportunity for secur- 
ing a satisfactory yield, prospects of capita! 
appreciation, and a large diversification 
factor. The first two distributions declared 
by the Foreign Government Bond Trust 
give a gross yield of £6.7s.3d. per cent. per 
annum on the original issue price of 20s. 


The Trustee, Lloyds Bank Limited, has in 
its possession funds at present amounting 
to £160,000 to provide for the continuity 
of Trusteeship and Management during 
the existence of the Trusts. 


Sub-Units and Bond-Units can only be 
purchased through Brokers and Banks. 


Booklets, giving full particulars of either 
British Fixed Trusts or the Foreign Gov- 
ernment Bond Trust, may be obtained 
from any Stockbroker or Bank Manager, 
or from the Managers of the Trusts. 


Managers :— 
MUNICIPAL AND GENERAL SECURITIES COMPANY LIMITED 
9x. CLOAK LANE, CANNON STREET, E.C.4 
Telephone; CITY 5201 


Trustee :— 


LLOYDS BANK LIMITED 
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FIXED TRUST SUPPLEMENT 


: Scope of the Fixed Trust Movement 
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» States of America. 
) were marketed in this country, in 1930, were American- 


Total Fixed Trust Sales 

Managers’ Rights and Duties 
Management Company Ownership 
Loading Charges 


| 
| 
| 
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Elimination and Replacement 
Units and their “‘ Life”’ 


Securities Held by Fixed Trusts 
General Conclusions 


On December 1, 1934, we published a Supplement to the Economist, analysing the progress, position and prospects of 


the British investment trust movement. 


The pages which follow afford a similar statistical picture of the contemporary 


development of a newer movement, which has borrowed certain basic ideas of the orthodox investment trust, but has grafted on 
to them an entirely new form of organisation and ideology. Since the first fixed trust, holding a portfolio of British securities, 


was formed in this country, some four years ago, the movement has been the subject of widespread public discussion. 


The 


pages which follow are designed to provide a groundwork of objective fact on which an impartial estimate of the permanent 
contribution of the movement to the science of investment may be based. They deal with the movement's history, management, 
scope and prospects, and include the first authoritative estimate of its total dimensions in Great Britain. Special interest 
attaches to the analysis, in view of its publication at a moment when the question of official ‘‘ recognition” of the movement 


is under consideration by the authorities of the London Stock Exchange. 


We are indebted to the various fixed trust management 


groups who have provided us with invaluable data for our analysis. The latter, however, are in no way responsible for any 


calculations or conclusions based thereon. 


SCOPE OF THE FIXED TRUST .MOVEMENT 


| Tue fixed trust came to Great Britain from the United 


The first fixed trusts whose documents 


organised, holding securities in American companies and 
reflecting the investment ideas of the period immediately 
after the catastrophic Wall Street slump of 1929. The first 


» European fixed trust had its headquarters in Switzerland, 


though its backing and the composition of its security 
portfolio were international. The earliest fixed trust with 
an entirely British portfolio, appropriately named the 
First British, was announced in 1931. The subsequent de- 


» velopment of the movement in this country has been rapid. 


; Only two trusts were formed in 1932, five in 1933, and 24 
' in 1934. Altogether, on December 31, 1934, a total of 32 


British-organised fixed trusts were in existence, which had 


| been promoted by 13 ‘‘ management companies,’’ the 


'f latter total being, in fact, reducible to eight groups if 
_ account be taken of group inter-holdings, or other inter- 
connections. 


These fixed trusts form the subject of our 


_ present analysis, which deals throughout with the position 


_ existing at the end of last year. 
' Months of 1935, two new fixed trusts were announced, 
_ but the publication of their documents came too late for 


During the first three 


inclusion in certain of our computations. 

The original fixed trusts were evolved by American in- 
genuity in a period of reaction, mental and financial, after 
a quinquennium during which the ‘‘ managed ’’ investment 
trust, developed half a century before in Great Britain, 
had been exploited on a large scale, possibly with more 
enthusiasm than discretion in some—though by no means 
in all—instances. The disastrous fall in all American 
Security values, not unnaturally, resulted in a desire for 
a type of investment which would afford a ‘‘ spread ”’ 
of interests over a number of securities, and be available 
for purchase by holders of small means, but from which 
the elements of ‘‘ secrecy ’’ and ‘‘ human frailty ’’ would 

- completely eliminated. The earliest American fixed 
trusts, therefore, were formed by promoters who set out to 
Duy a “‘ unit ’’ consisting of a prescribed number of shares 
In a specified short list of companies, to place these under- 
ying stocks in the hands of ‘‘ trustees ’’—usually banks or 
other institutions of high repute—and to issue against them 
Certificates representing ownership of a given number of 

sub-units,”” into which each ‘‘ unit ’’ was divided. 

very sub-unit holder, therefore, knew exactly what he was 
ying, and was aware that his underlying securities were 


physically in the hands of disinterested and respectable 
parties. The human element in management was almost 
completely eliminated. The trust deeds laid down that the 
underlying stocks must be held for a lengthy period—say, 
twenty years—and could only be sold, and their proceeds 
be distributed, on the happening of specified unfavourable 
events, such as the passing of a dividend. In such in- 
stances, those concerned had no discretionary powers, and 
strict time limits were laid down, within which sales must 
be effected. The prices of sub-units were worked out by 
the managers on the daily Stock Exchange quotations of 
the underlying securities, plus a ‘‘ loading charge,’’ calcu- 
lated to be sufficient to provide for preliminary expenses 
(including advertising and other “‘ sales ’’ costs), the profits 
of the promoters, clerical and other running expenses, and 
the professional remuneration of trustees and managers, 
respectively, during the life of the trust. 

The essential features of the movement, as it developed 
in America, were adopted by the movement in Great 
Britain but endured a certain sea-change in their journey 
across the Atlantic. For one thing, its pioneers in this 
country had been at pains to study the lessons learned in 
America, and to debate financial, legal and other 
features with authorities on this side. For another, 
British investors, for a variety of reasons, had suffered 
less serious losses than their American colleagues in 
the stock market depression, and, having had longer 
experience of orthodox investment trust management, 
were reluctant to subscribe to the implied view that, 
managers being necessarily either fools or knaves, the value 
of a fixed trust unit was likely to be at a maximum when 
the element of managerial discretion was completely 
eliminated. From the outset, therefore, the practice in 
Great Britain was to draft provisions for elimination of 
securities from fixed trust portfolios on permissive rather 
than compulsory lines, and to make the regulations them- 
selves increasingly general. In some cases, powers were 
conferred on managers to recommend the elimination of 
securities on the occurrence, not only of unfavourable but 
of abnormally favourable contingencies, e.g. the attain- 
ment, by any underlying security, of a price which the 
managers considered uneconomically high. At the same 
time, the possibility of ‘‘ replacement’’ as weil as 
‘“‘ elimination ’’ began to be tentatively explored by way 
of provisions for the reinvestment of the proceeds of 
‘‘ eliminations ’’ in trustee securities or in any of the 
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remaining securities in a given unit or even in one or more 
of a limited number of alternative securities in a “‘ substi- 
tution panel.’’ Fixed trusts were formed to specialise in 
securities of a given class, e.g. gilt-edged stocks, insurance 
shares, gold-mining shares, foreign bonds, etc. In two 
cases, the Foreign Bond Trust and the Trust of Insurance 
Shares, the concept of ‘‘ flexibility ’’ was given definite 
embodiment from the outset, unlimited powers being con- 
ferred on the managers of original choice and subsequent 
transfer from a very lengthy list of authorised securities. 
These instances, however, remained exceptional, and it is 
fair to say that the majority of fixed trusts to-day allow 
wide initiative to their managers as regards elimination, but 
adhere to the principle that the purchaser of a unit or sub- 
unit, at any given moment, shall know exactly what he is 
buying. 

The movement took root in Great Britain at a particu- 
larly favourable moment from the viewpoint of its sponsors. 
September, 1931, when this country left the gold standard, 
coincided, in fact, with the lowest point touched by 
security values in the Great Depression. Thenceforward, 
with a few interruptions, industrial ordinary share prices 
advanced steadily against a background of industrial re- 
covery and increased dividends. In such a period, the 
policy of intensive advertising of the merits of well distri- 
buted ordinary share investment was calculated to have a 
wide appeal. At the present moment, there are in existence 
in this country some 34 “‘ native ’’ fixed trusts, including 
17 with a “ general ’’ portfolio, composed predominantly 
or exclusively of ordinary shares, two with a “‘ general ”’ 
portfolio composed entirely of preference shares, and 15 
with a ‘‘ specialised ’’ portfolio. A list of these fixed 
trusts, with particulars of their trustees, managers and 
units is given in the next column, in chronological order. 


As the calculations in this Supplement are based, in the 
main, on the position as it existed at December 31st last, 
it has been necessary to omit certain detailed considerations 
of the two fixed trusts which have been formed since that 
date. As regards the remaining trusts, the trend of sub- 
unit quotations, to the end of last year, was almost 
uniformly upwards, as the following table suggests : — 














No. of Sub-Unit Quotations 
Sub- i. ss 
Name of Trust | Units 7 
to Opening | Top Price and Date Dec. 31, Mar, 15, 
Unit Dat {end Month) 1934 1935 

= | \ | 
Virst Brit. .... 2,000 130/3-31/ | 39/9-40/9 Dec. '34] 39/9-40/9 39/3-400"% 
National A 4,000 122/9-23 9] 37'6-38.6 Jan, °35] 36/6-37/6 36/--37 
Second Brit. ... 4,000 [22/3-23/3} 27/6-28)3 Dec. °34] 27/6-28/3 26). -26'4 
Gold Prod. Ist | 1,500] 19/6 28/--29/~ Feb. °35]25/73-26/74ad| 28/71-29'7) 
National B_ ... | 4,800 |19/3-20/3} 22/--23/- Jan. "7 21/6-22/6 21/--2! 
Commercial .. 4,800 119/6-20/6} 23/--24/- Jan. °35} 22/--23 J1/9-22 4 
Brit. Emp. A 5,000 118/3-19/3] 22/3-23/3 Jan. °35| 21/3-22/3 21/3-22/2 
Third Brit. ... 4,000 120/9-21/6] 23/--23/9 Dec. °34] 23/--23/9 22/6-23/3 
Rand Certs. ... 2,000 18,6 23/74-24/103 Mar. °35] 20/9-22/-2xd] 23/74-24/104 
Fourth Brit. ... | 4,000 }20/3-21/-| 21/9-22/6 Nov. °34| 21/6-22/3 21/--21/9 
Invest. Gen. ... 4,000 118/6-19/6] 20/6-21/6 Oct. °34] 20/3-21/4 20/3-21/5 
Gilt-Edged ... 4,800 |18/3-18/9} 19/9-20,3 Jan. °35} 19/6-20/ 1d] 19/--19/6 
Brit. Emp. B 10,000 [9/1$-9/73} 10/6-11/- Jan, °35] 10/13-10/73 10/3-10,9 
Ist Prov. A... | 5,000 20/3 — 22/6 Jan. °35} 21/--22 20/6-21/6 
National C...... 4,800 JIS!/--19 206-216 Jan. °35} 19/6-20/6 19/--20 
Brit. Ind. Ist 5,000 }17/9-18/9] 20/9-21/9 Dec. °34]) 20/9-21/9 20/3-21/3 
Brew. & Distill. | 2,000 20 24/72-25/7) Jan. '35]23/10}-24/103) 23/6-24/6 
Home Rails ... 2.0000 10! 19/4)-20/4) Dec. "34] 19/44-20/42 >] 18; 1}-19/1! 
Iroa, Coal & St. 2,000 | 2u/- 2 105-21/10} Dec, °34 20, 103-21/10) 20/3-21/3° 
TEE sesovernsmviver Bee 4: 20 18/S-19/3 — Sept. '84} 15/74-16/73" |16/10$-17/102 
Stores & Prod. | 2,000 20/- 22/--23 Jan. °35}] 21/9-22/9° | 20/44-21/43- 
Textiles ......... [| 2,000 20/~ 19/9-20/9 Jan. °35) 19/--20/— | 19/4}-20/43 
Amalgamated 4,809 |20/--21 22/9-23,9 Jan. °35] 22/--23 22/6-23/6 
lor. Govt. Bond : 19/6-20/3] 21/--21/9 Dec. °34 21/--21/9 20/--21/9 
Gold Prod. 2nd | 2,000 17/74 |20/10}-21/10) Mar. °35)18/72-19/7}xdj20/10%-21/ 105 
Inv. Gas X Elec. | 4,000 [13/9-14/6]  14/6-15/3xd Oct. '34) 14/6-15/3 14/3-15/0 
Brit.Gen. A... | 4,000 | 19/9 2Q1f--22/- Jan. °35] 19/9-20/9 206-2116 
Trust of Ins. ... ios 18/9-19/9] 21/6-22/6 Jan. °S5] 21/9-22/3 206-216 
Universal ...... 12,000 ]18/9-19/9] 21/14-22'14 Jan. °35) 20/6-21/6 20/--21} 
NationalD ... 4,800 |18/9-19/9} 20/3-21/3 Jan. °35 19/9-20/9 19,/6-20'6 
Brit. Ind. 2nd 5,000 [15/9-16/9] 16/3-17/3 I "34 16/3-17/3 16/9-17/9 
1st Prov. B. ... | 5,000 19/- 19/9 Jan. '35) 18/14-19/148 18/3-19/3 
Gold Prod. 3rd | 4,000 | 15/- 15/3-16/3 Mar. °35 15/3-16/3 


Inv. Gold 





pepeeb 4,000 | 20/- 19/7 }-20/73 

The quotations, in every case, are ‘‘ made’’ by the 
managers of each trust, and are based on the buying prices 
of each day in the Stock Exchange lists, with the addition 
of a “‘ loading charge,’’ rounded off to the nearest three- 
halfpence or threepence. The managers’ price, it will be 
seen, is usually a double one. It names a figure at which 
the managers are prepared to sell sub-units. and a figure 
at which they are prepared to buy them back, the margin 
between the two being usually from ninepence to one 


FIxeD Trusts, ARRANGED IN ORDER OF FORMATION Date 
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Lloyds Bank... |] Mun. and Gen. 


167 

Secs. Co. 

June, 1932- 
National ** Mic. Bk. Exec. 
and Trustee. 


National F.T.... 


247 
Dec., 1932 
Second British . 


Lloyds Bank... | Mun. and Gen. | 550 | 26 | 5,417 


Secs. Co. 


208 


Apr., 1933— 
Gold Producers Ist ... ] Mid. Bk. Exec. 


aud Trustee. 


Gold Prod. F.T. 131 


July, 1933— 
National *‘B’°’...... .. | Mid. Bk. Exec. 


and Trustee. 


National F.T.... 


252 


Nov., 1923— 
Commercial 
Brit. Emp. “A” 

Dec., 1933 
Third British 

Jan., 1954— 
Rand Certs. ....... 


Nat. Prov. Bk. 
Mid. Bk. Exec. 
and Trustee, 
Lioyds Bank... 


> 
‘ 


198 
149 
98 


20 | 5,813 


Commercial F.T, [| ... 
eos | 254 4,941 


Fixed Trust Inv. 
Mun. and Gen. [| 500 | 28} 4,163 
Secs. Co. 


Mid. Bk. Exec, 
and Trustee. 


20} 1,953 


Febd., 1934— 


Fourth British Lloyds Bank.. 


Secs, Co, 
luvestors General Royal Exchange] Inv. Spec. F.T. | 400 } 24 | 3,972 | 165 


Assur. 
Nat. Prov. Bk. 
Mid. Bk. Exec, 


and Trustee. 


Gilt-Edged 


Ry ee Commercial F.T. 
Brit. kmp.""B" 


Fixed Trust Inv. 


Mar., 1934— 


Ist Provincial ‘*A’’... do. Ist Prov. F.T.... | 500 | 26 | 5,099 | 196 
le do. National F.T, ... ose 20) 4,563 | 228 
ey een do. Allied Inv, ...... } 400 } 25 | 4,965 | 199 
Brew, and Distillery... do. Group Units ... 15] 2,318 | 155 
Home Rails ............ do. do. - 18} 1,881 } 105 
Iron, Coal and Steel... do. do. 15} 2,104 | 140 
| CER do. do. 13 | 2,942 | 226 
Stores and Products... do. do. 17} 2,641 | 155 
eee do. do. 13} 1,836 {| 141 


ipr., 1934— 


Amalgamated ......... | Williams Dea- }] Amal. F.T. ...... 
con’s Bank. 


Lloyds Bank... 


29 5,008 






For. Govt. Bond 
May., 1934— 


Mun. and Gen. 
Secs. Co 


(s) 





Gold Producers 2nd... | Mid. Bk. Exec. | Gold Prod. F.T. 10 1,740 | 174 
and Trustee. 
Inv. Gas and Elect. Royal Exchange] Inv. Spec. F.T. | 400 | 14] 2,831 | 202 
Assur. 
Ji ne 1934- 
Brit. Gen, “* A” Gen. Accident | Brit. Gen. F.T. } 500 | 23 | 3,807 | 166 
Trust of Insurance Williams Dea- | T. of Ins. Shs. ... S1t} 19,952t} 643 
con's Bank, 
J aly, I93i— 
Universal Nat. Prov. Bk. | Commercial F.T. 74 | 11,868 | 161 
National “* D" Mid. Bk. Exec. | Nat. F.T.......... 22 | 4,631 | 211 
and Trustee. 
v., 1934-—- 
brit. Ind. 2nd ; de Allied Inv. ...... 400 | 25] 4,008 | 160 
Ist Provincial ** B*’ ilo, Ist Prov. F.T.... 300 32 4,515 141 


Jan., 1935— 

Gold Producers 3rd 
Mar., 1935— 

luv. Gold ...... 


Gold Prod. F.T. 20 |(6)2,615) i38 


Koval Exchange 400 | 14 


Assurance. 


Ind. Spec. F.T. 





; Original investments of the trust. (2) 5 million bond units. 
(6) Computed on values December 3ist. 





shilling. As this is generally less than the ‘‘ loading 
charge ’’ (as will be apparent from the figures given in 4 
later section of this review), it is necessary for investors to 
differentiate between an ‘‘ expanding’’ trust and a 
‘‘ closed ’’ trust. In the former case, the price is ‘‘ made ’ 
on the basis of a newly created unit, including full loading 
charge, the assumption being that buying orders are in 
excess of selling orders, and that the latter can be 
‘““ married,’’ with a price margin sufficient to cover 
clerical and other charges. In the case of a ‘‘ closed” 
trust, however, where the supply of units or sub-units 1s 
limited, there may be, at any given time, an excess of either 
buying or selling orders and, in some cases, a ‘‘ waiting 
list.’”. In practice, however, it is probable that, on the 
cessation of advertising, selling orders will gradually but 
steadily tend to outnumber buying orders, and the basis 
of the quoted price will tend to be the selling value of the 
underlying securities without any loading charge. If, under 
these conditions, a margin of something like one shilling 1s 
adhered to, in managers’ quotations of buying and selling 
prices, one will expect to see a gradual ‘’ stepping down ' 
of the mean price, by an amount having some relation to 
the loading charge, when a trust has becoine “ full.’’ 
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247 


208 


252 
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98 
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192 
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TOTAL FIXED 


DesPiTE its youth, the fixed trust movement has already 
attained considerable dimensions. Hitherto, it has been 
impracticable to make even an approximate estimate of the 
total amount involved in sales of fixed trust certificates, 
owing to the absence of data regarding sales by individual 
management groups, which have been regarded by those 
concerned as being of a strictly confidential nature. Thanks, 
however, to the courtesy of the leaders of the movement, 
who have been good enough to supply us with figures to 
the end of last year, we have been enabled to compile a 
total into which the element of estimation enters to only a 
very small extent. The data have been supplied in the 
strictest confidence, for the sole purpose of ascertainment of 
the total dimensions of the entire movement, and in no case 
can we entertain any request for details regarding the sales 
of any particular trust or group of trusts. 


On December 31, 1934, the total ‘‘ net sales ’’ of the 
fixed trusts organised and managed in this country were 
around {20,750,000. 

This figure is a striking commentary on the popularity 
of the fixed trust during the last four years. The total, 
it is true, is only 7 per cent. of the £295,582,000 of total 
capital, debenture, preference and ordinary, of 197 
“managed '’ investment trust companies whose results 
were analysed in an Economist Supplement of December tst 
last. The investment trust movement, it must be remem- 
bered, is more than half a century old, while the life of the 
fixed trust movement in this country has so far been less 


TRUST SALES 


than a quinquennium. Total fixed trust sales, at the pre- 
sent date (allowing for sales since January I, 1935), how- 
ever, may conceivably have reached the {25 million mark. 
The fact that the Committee for General Purposes of 
the London Stock Exchange has lately been devoting 
considerable time and trouble to the drafting of rules under 
which dealings in the certificates of approved fixed 
trusts may be permitted, in the near future, on the 
floor of the ‘‘ House,’’ suggests that the movement is on 
the eve of full official recognition as a permanent British 
investment institution. The present moment, therefore, is 
opportune for a detailed analysis of fixed trust practice, as 
a contribution towards the just appraisement of its economic 
and financial status ina modern community. Accordingly, 
in the sections which follow, we propose to discuss various 
aspects of fixed trust administration, such as the nature 
and extent of the powers conferred on its managers 
and trustees, the question of ‘‘ loading charges,’’ and their 
appropriation for immediate and future expenses, the 
identity and paid-up capital of different management 
groups, and the provisions in force regarding the maximum 
duration of the “‘ life ’’ of fixed trusts and the elimination 
and replacement of their underlying securities. We shall 
proceed to analyse the securities held by the fixed trusts, as 
regards their extent, industrial distribution, ‘‘ duplication,”’ 
etc., and to ascertain the total contribution made by each 
class of securities to the total fixed trust income. In a final 
section, we propose briefly to summarise some of the main 
conclusions suggested by our research. 








MANAGERS’ RIGHTS AND DUTIES 


THE managers hold the key position in the fixed trust move- 
ment. They choose the original securities, negotiate the 
deed, undertake publicity, make distributions, exercise any 
discretionary powers conferred on them as regards the 
elimination of securities, provide a market and make a price 
for sub-units, within the terms of the trust, and generally 
perform every function, in connection with the trust's 
operations, which calls for the exercise of initiative. The 
trustee has possession of the underlying securities, and 
issues the necessary certificates, but, so long as the managers 
carry out their duties efficiently, he has no right to inter- 
vene in matters of policy. So far, therefore, as the element 
of business judgment, skilled administration and commer- 
cial acumen enters into the fixed trust equation, certificate 
holders should look to the credentials and records of the 
management rather than those of the trustee. 

Although the term ‘‘ manager ’’ accurately describes the 
functions of these groups, once a fixed trust has been 
launched, it gives somewhat too narrow an impression of 
their total activities. They are, in fact, creators and pro- 
moters, and their remuneration, though it includes payment 
for their management services, properly so-called, is mainly 
in the nature of a business profit—except in the case of 


two ‘‘ specialised ’’ trusts, where the managers receive, as 
part of their remuneration, a specified percentage of the 
mean value of the securities in the portfolio. They seldom 
are entitled to a prescribed annual sum. In many Cases, 
they make no charge for their services, but retain for their 
own use profits made on the purchase or sale of certificates. 
Within the limits already mentioned, they are irremovable 
during the life of the trust, and any alteration in the trust 
deed, though it requires the trustees’ consent, must be made 
on their initiative. 

In short, the promotion and conduct of fixed trust affairs 
is a form of legitimate business activity carried on by 
business men for a business profit. Further analysis on the 
management side, therefore, may conveniently be designed 
to throw light on three leading questions. What are the 
finances of the management groups, and who are the persons 
associated with them? On what scale are the managers 
remunerated, and how far are amounts paid by certificate 
holders, over and above the market value of the underlying 
securities, divided as between trust expenses and managers’ 
profits? What are the conditions under which management 
is exercised? These questions will be discussed in the 
sections which follow. 


MANAGEMENT COMPANY OWNERSHIP 


ALL the fixed trusts which have so far been formed, in 
Great Britain, are managed by private limited companies 
registered at Somerset House. In the table on the following 
page we summarise the available information relating to 
their capital, directors and shareholders. 

With one exception, all these companies are ad hoc regis- 
trations, effected within the last three years. Eight of the 
thirteen companies were registered during the year 1934. 
All the companies are private concerns, and, as such, are 
under no obligation to file a balance sheet with their annual 
Somerset House return. The typical management company 
has a paid-up share capital of around £20,000. Only one 
company, according to a recent Somerset House return, 

as a paid-up capital exceeding £25,000. Two companies 
have paid-up capitals of approximately £10,000, one has 
some {5,000 paid up, while three are ‘‘ name registrations ”’ 
with a token capital of {100 in each case. Only one com- 
ee which operates in a special field, has obtained capital 
on loan. 


It will be seen that some thirteen companies, with a total 
paid-up capital of £179,405, are responsible for the manage- 
ment of 34 fixed trusts, whose total units, last December, 
had a market value of approximately £20,750,000. One com- 
pany has six trust series under its «gis; another company 
has five, another four, while three companies have three, 
three companies two, and four companies one series each. 

The columns of our table relating to directorates and 
shareholdings, however, enable a closer grouping to be 
made. Thus it will be seen that National Fixed Investment 
Trust, Limited, controls Commercial Fixed Trust, Limited, 
and Amalgamated Fixed Trust, Limited. These companies 
have a combined paid-up capital of £63,305, and manage 
eight fixed trusts. Similarly, the Allied Investors Fixed 
Trust, Limited, and the Trust of Insurance Shares, Limited, 
have two members of their respective boards in common. 
The Group Units Investment Trust, Limited, the Gold 
Producers Fixed Trust, Limited, and the Rand Fixed Trust, 
Limited, have identical boards of directors. 
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The column showing the identity and interests of the a ‘‘ nominee ’’ company (West Nominees, Lothbury) and, JB qu 
largest shareholders throws a certain light on the question company registered in Liechtenstein (Chanel Verwaltungs. wi 
where control resides. In the case of eight of the Anstalt). Ihe same Liechtenstein company has sole control go 
‘hirteen companies, a single shareholder has almost the of Rand Fixed Trust, Limited, while another Liechtenstein & 
whole capital in his name. In the other five instances company (Melvich Verwaltungs-Anstalt) controls Gold Pro. jp ~ 
ownership is spread over numerous shareholders. ducers Fixed Trust, Limited—which has the same board [— 
Among the companies controlled by a single share- and paid-up capital as the other two management companies ta 
holder, the latter’s ultimate identity is evident in certain mentioned. i 


cases, e.g. Municipal and General Securities Company, The personnel of the various boards varies in number 
Limited, controlled by White Drummond and Com- __ from two to seven directors. The size of a management § ta 
pany, Limited, and Investors Specialised Fixed Trusts, company’s board may, perhaps, with certain obvious & a 
Limited, controlled by Dawnay, Day and Company, limits, be regarded as expressive of different points of view JF n 
Limited. In other instances, the controlling body is a concerning the scope of management functions. It may be FF hi 
nominee ‘’ company, (e.g. Fixed Trust Investments, presumed that a board of six or seven directors, several of BP e 













Limited, controlled by Trucidator Nominees, Limited). Con- whom are directors of outside companies covering a fairly & tt 
trol of Group Units Investment Trust, Limited, is held by _ wide range of industry, is designed itself to deal with broad J 
6 
MANAGEMENT COMPANIES : 
Date of Publi : 
: ic 
—— of ned eee, Somerset nan or Names and Descriptions of Directors Identity and Interests of Largest mr 
ws Managed Registration — apital —. Shareholders I 


Oo 





co 


Municipal & Gen- First British F.T. Nov. 12, 1906| Mar. 3, 1934 | £24,000 | Originally | (1) G. M. Booth, Merchant and Shipowner. | White Drummond & Co., Ltd., £23,908, 


















































































_ . t Trust. (%) E. S. Spicer, Dir. 


British Empire F.T. 
“BR” ops. - (40. Walker, Solicitor, 


















Commercial Fixed Nov. 20, 1933 | Jan. 14, 1935 | £21,795 Private 


Trust, Ltd. 


Comme reial F re 
Universal F 
Gilt-Edged ET. 


(1) Sir G. :. Hami hen. Chairman, Ex- | National Fixed In estment Trust, Ltd., 
panded sctal Co., Ltd. (2) Sir A £20,810 
Grithth- Boscawen, Dir., Jo’burg Cons. 
3) G. C. Cassels, Banker. (4) P. Garratt, 
F -C.A. 5" T. M. Macquaker, Solicitor. 
(6) F. - foo, Dir. National F.T. 
(7) F. . Wood, Dir. Nation al F.T. 





eral Securities | Second, British F.T. | (as Mun. & Public (2) A. V. Drummond, Dir., Shawinigan, 0 
Co., Ltd. Third British F.T. Gen. Proper- (changed Ltd. * 
Fourth British F.T. | ties Syndicate to Private | (3) R. N. Whitcomb, Dir., White Drum- u 
Foreign Govt. Bonds | June 6, 1910 by Special mond & Co, 
(name Resolution, 
changed to 27.2.34). 
above). 
National Fixed In-| National F.T.‘* A’ Me ar. 31, 1932 Sen e 15 5, 1934 | £20,810 Private 1) Sir G. C, H ur niltor , Chairman, Ex Lady |. Valentine, £2,625; A. 1H. Moat- 
vestment Trust, | Nationa! F.T.“ B’ pan ded Metal Co., Ltd. (2) T. M. gomery and another, £2,449 15s.; A.C. 
National F.T. ‘*C’ | juaker, Solicitor. (3) P. Garratt, H. Kennard, £2,100; F.C. O. Valentine, 
National F.T. ‘“*D’ | A, (4) Sir A. S. T. Grithth £1,575; rest chiefly held by directors in ' 
awen, Dir. Jo"burg Cons. (5) F. J. moderate-sized holdings. 
b »pt ™ Dir. Commercial f.T. (6) F. i 
Ww ood, Dir. Commercial F.T. 
7G c. Cassels, Banker. 
ieteniatiaianstietnentenpeiaide titanate . Fs i donna 
Fixed Trust In- | Britis! : Empire F T. 
vestments, Ltd. _" Dir. ¢ ity ot London Co oper: ative In- { 
( 










lavestors Special- 
ised Fixed 
Trusts, Ltd. 





Save tors General F.T 
Investors Gas and 
Electric 
Investors Gold Share 
Trust 
F irst Provinci ial * ‘A " 
First Provincial * B’ 


Feb. 16, 1934 





Feb 22, 1934 £5,000 Private (1) D. s M 2 “Bi rs 7 Mor hant Banker. | Davwuav, Day & Co., Ltd., £4,999 10s. 
"G Dav, Merchant Banker. 

3) . nm A. © J. Hope, M.P., Capt. 
(4) Col. 3 E. Pons onby, Chairman, 


Clutha River Gold Dredging 








Nov. 8, 1933] Dec. 24, 1934 | £20,000 Private ae (1) A. L. Aymer. (2) Sir Ek. 5S. Le —s 1, | Trucidator Nominces, Ltd., £19,798. 


First Provincial 
Fixed Trust, 
Ltd. 

















(1) F, Platt, Me rchant. (2) J. Hood, 
Cotton Spinner. (3) K. Needham. 
(4) W. T. Hague, Cotton Spinner. (5) F. 
Bamford, Stockbroker. 





Feb. 22, 1934 Feb. 27, 1934 


3 


000 Private 





J.C. Hood (Mid Bk. Cc hamb CTS, “Oldham 
and F. Bamford, £2,750 jointly ; another 
holding of £2,000; each director holds 
£1,000; there are three other holdings 
of £1, 000, thirteen of £500, and three ol 
£250. 
























———— ——__—— ee _ ae 












Amalgamated Amalgamated F. T. M: ar. 12, 1934 Jan. 14, 1935 | £20,700 Private | (1) Sir G. .. Hamilton, " Chairms an, , Ex- N ational Fixed investment Trust, Ltd., 
Fixed Trust, panded Metal Co., Ltd. (2) Sir A.S. T. 
Ltd. Grifith-Boscawen, Dir. Jo’burg Cons. 


(3) G. C. Cassels, Banker. (4) P. Garratt, 
F.C.A. (5) T. M. Me 4 oy Solicitor. 
(6) F. J. Popham, Dir. Nat. F.T. (7) F. 
A. L. Wood, Dir. Nat. F. T. 

(1) Sir J. A. Cooper, Dir. Western Assur- 
rance Co., Ltd. (2) Rt. Hon. C. A. 
McCurdy, Dir. Equity and Law Life As- 
surance Soc. (3) E. G. Underwood, 
Barrister. (4) Hartley Withers, Writer. 
(5) H. D. Woolger, C.A. (6) c. 
Vernon. (7) E. Marzetti, Wharfinger. 












British Industries 
(1st port‘olio) 
British Industries 
(2nd portfolio) 


Mar. 22, 1934 












Nov. 13, 1934 £26, 700 
(also May 23 
and Sept. 24) 

















Evelyn Trust, Ltd. £4,7 50; Metropelita 
Bonded W. arehouses, EA, 433 
Withers and E. G. any jointly, 
£3,750; rest chiefly held by directors (w 
varying aimounts). 


Allied Investors’ 
Fixed Trusts, 
Ltd. 

















































British General 
Fixed Trust, 
Ltd. 


June 20, 1934 









British Gen. F, T. —_— 





—_—————— 


Bea. Sir H. N. Barwell, £2,000; Sir G.C. 
Godfrey, £2,000; Messrs Nathan & 
Rosseili, £1,800; E. J. Strutt, £1,000; 
rest directors, etc., in smaller holdings. 
(London Industrial Finance Trust bold 
£98 out of £100 ord.). 








June 20, 1934 | £10,100 


Private 
























(1) Hon. Sir H. N. Barwell, K.C. M.G. Dis. 
Australian nye Bondholders Trust 
Co., Ltd. (2) S. Crouch, Stock 
Exch. (3) Sir G. c ‘Godley. (4) ie ee 
Strutt, Dir. Express Dairy Co. and 
Sapong Rubber and Tobacco Estates, 
Ltd 

(1) Sir J. A. Cooper, K.B.E., F.S.A.A., 
Dir. Western Assurance Co , Ltd. (2) Rt. 
Hon. C. A. McCurdy, P.C., K.C., Dir. 
Equity and Law Life Assurance Soc. 
(3) J. H. Batty, Dir. Atlas Assurance Co. 
(4) A. E. Messer, Dir. Equity and Law 
Life Assurance Soc. (5) KR. W. Sharples, 
O.B.E., Dir. Guardian Assurance Co. 















































May 30, 1934 





Trust of Insurance 


July 17, 1934 





Private 








heen Se 
C. H. Vernon and E. S. Baring-Gould, 
£2,000 jointly; Equity and Law Invest: 
ment Trust, Ltd. , £1,500; J. H. Batty, 
£1,500; Rt. Hon. C. ‘A. McCurdy, 
£2,000. Rest in smaller holdings 
(Evelyn Trust, Ltd., £1,000). 




























Trust of Insurance 
Shares, Ltd. 



































Brewery and Distillery 
Textile Certs 
Iron, Coal and Steel, 
Oil Certs. 
Home Rail Certs. 
Stores and Products 








— 



























(1) F. G. Philpott (Incorp. Sec.). (2) R. 
Hudson (Incorp. Account.). 








West Nominees, Lothbury, £90. Chanel 
Verwaltungs- Anstalt, of Vaduz, Liech- 
tenstein, £8. 





Group Units In- Apr. 17, 1934 
vestment Trust, 


«VG, 


Mar. 7, 1934 




















SD 





(1) F G. Philpott (Incorp. Sec.).  R. 
Hudson (Incorp. Account.). 








Melvich Verwaltungs-Anstalt, of Vaduz 
Firstenturn, Liechtenstein, £97. 





Gold Producers April 6, 1933 | Apr. 28, 1933 
Deposit Receipts, 
Ist series 
Do, 24d series 


Do. 3rd series 







Gold Producers 
Fixed _ Trust, 
Ltd. 































6. cea 
(1) F. G. Philpott Dir. Gold Producers, | Chanel Verwaltungs-Anstd alt, of Vaduz, 
F.T. (2) R. Hudson, Dir., Gold Pro- Liechtenstein, £98. 

ducers I.T. 














Rand Fixed Trust, 
Ltd. 


Rand Certs. Feb. 2, 1934] Feb. 2, 1934 
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questions of selection, elimination, etc. A smaller board, 
whose members are usuaily of professional status, may 
doubtless be regarded chiefly as a ‘‘ secretarial ’’ body, 
which may conceivably remit large questions of policy direct 
to the controlling interests, or their representatives. Our 
table suggests that the former idea is predominant in British 
fixed trust practice. 

Which of the two species of boards is the more advan- 
tageous Would appear to depend partly on circumstances 
and partly on the extent to which active management is 
necessary for the conduct of a fixed trust’s affairs, once it 
has been successfully launched. A small board is the more 
economical, clearly, so far as fees alone are concerned. Is 
the additional element of close directorial supervision and 
control, which a larger board may bring, indispensable to 
sound fixed trust administration? Do matters of price- 
making, advertising, dividend calculation, elimination of 
securities, etc., require intimate business knowledge and 
high intellectual qualifications, whose ‘‘ retaining fees ”’ 
may be proportionately costly? The differing size of 
management company boards suggests differences of view 
on these questions. Advocates of the small board may 
emphasise the factor of economy, while those of opposite 
opinions stress the close control a board may exercise over 
important items of expenditure, like advertising, its poten- 
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tialities for research before the creation of new units, its 
facility for local and regional specialisation, etc. 

‘The broad conclusion suggested by our analysis is that 
the companies concerned with fixed trust management are 
not, in themselves, large concerns, possessing considerable 
financial resources. They may, however, have influential 
interests behind them. The latter, if need arose, might be 
prepared to give any necessary financial support, though in 
law they would not be liable beyond the amount of their 
paid-up share capital in the managing companies. So far 
as Somerset House figures go, our analysis suggests that 
the value of fixed trust units outstanding, per {1,000 of 
management capital, amounted to £115,700 on December 
31st last. 

There may, doubtless, be force in the contention that 
effective and skilful management is quite unconnected with 
the extent of a managing company’s capital, and that, in 
this connection, a ‘‘ name ’’ may be as good as a fortune. 
The corollary, however, would seem to be that fixed trust 
certificate holders should regard receipts from ‘‘ loading 
charges ’’ (see post), rather than the capital of the 
management companies themselves, as the primary source 
from which the financial needs of the fixed trusts must be 
defrayed during their lifetime. In the succeeding section, 
therefore, it is proposed to examine the extent and functions 
of these ‘‘ loading charges.’’ 





LOADING 


Tue holder of fixed trust certificates pays his bill of costs 
in advance, by way of a “‘ loading charge.’’ The latter 
covers every expense and the remuneration of every party, 
apart from such incidental ‘‘ perquisites ’’ as may accrue 
to the trustees through half-commissions, interest on 
monies held, etc., and to managers through the rounding- 
off of quotations, etc., and, in certain cases (with the 
trustees), from annual fees based on a small percentage of 
the market value of invested securities. It is estimated 
that in addition to nominal loading charges, as much as 
I per cent. may be obtained from rounding off quotations 
of sub-units (though in certain cases ‘‘ levelling down- 
wards ’’ may work the other way, and buying back of 
sub-units at a small margin below the “‘ offered ’’ price 
may also have a reducing effect) and a further } per cent. 
from calculation of prices. We show in the following 


= particulars of the loading charges of numerous fixed 
ts: — 








No. Of | Published 
— Maxi- Loading Total Nominal 
onan Charge per Loading Charge 
: Annum 
Life 
Ce :  e 
— “Generac” Trusts % (%) 
— (First, Second, Third and Fourth) 20 (under) 2 7 
et ~~ a” Cee ee)... 20 (approx.) } (approx.) 5 
ritish Empire (“A and“ B") ......... 20 (approx.) } (approx.) 5 
a ‘ — iAdicinks SRGRANRAaAEAAAbawes 20 5 
I. ies nckncicunedccsencnenaceben’ 20 (approx.) approx.) 5 
re Provincial (“A and ‘*B"’) ......... 20 (approx.) : noe 5 
Amalgamated Seas RpuAMaaN ceric ocemccatenkeat dss 20 (approx.) } (approx.) 5 
ca penten fice and 2nd) .. 20 (approx.) } (approx.) 5 
ari EM. dacaecneeacusanaserens 
Universal eon Siicsalasibiaiamenabiaaiioibieniiiltcsieeissia 30 — : we , 
Fensign . sana ot sensee 
s0vernment Bond ........0.00.es00e 21 approx.) # 6t 
qt of Insurance Shares ...............c00-+ 20 ,' = ” 5t 
rs Gas and Electric ...............++ 20 (approx.) approx.) 5 
lavestors SII Giant tai eioneagnaanppiaaoanense 10 poneest Gor 6 ' 
put-Edged ee ere a cinch ocannas 15 24 
Con Certificates ah 10 10% added to cost 
Se Toducers’ Deposit Receipts (First, 
cond aud Third series) ...............00. 10 10°, added to cost 


G “ie : 
stoup Units (various) a 5% added to cost 
0 SS a aT 
we “ offered Price of bond-units.’” Trustees and managers are also entitled to 
ual rernuneration at rate of §ths of 1 per cent. of average mid-monthly values of 


Posited property. i ; $ ‘ 
ovr mee ae Total charges equivalent to less than {ths of 1 per cent. per annum 


nla tS cite emcee 

It isa matter of regret that conditions relating to loading 
Charges are seldom or never incorporated in trust deeds. 

heir inclusion in the range of matters subject to private 
hegotiation between managers and trustees is not illegiti- 
mate, but it has the practical disadvantage that the 
Majority of certificate holders must normally rely, in prac- 
ce, on the trusts’ publicity matter for knowledge on this 
question. Such material sometimes fails to impart 


CHARGES 


information on numerous important questions, particularly 
the retention or otherwise of any part of the loading charge 
‘* in escrow,’’ as a fund for management expenses in future 
years—a question to which reference will be made later. 

The table shows that published charges, in the case of 
the general trusts, are of the order of 5 percent. of the total 
value of the underlying securities, with instances of 6 or 
7 per cent., the differences, in some instances, reflecting 
service, expenses, etc., of a varying nature. Among the 
specialised trusts, the total charge varies from 2} per cent. 
in the case of the Gilt-edged Fixed Trust (where original 
commissions, etc., rule low) to 10 per cent. in the case of 
Rand Certificates and Gold Producers’ Deposit Receipts. 
These trusts, owing to the nature of the market, etc., in 
their component securities, may have expenses of a some- 
what special character to meet. 

The ‘‘ featuring ’’ of the loading charge as an annual 
percentage basis on the maximum life of the trust is, 
perhaps, an inevitable publicity point, but scarcely de- 
serves encouragement on broader considerations. Ifa trust 
lasts less than its maximum period, or a certificate holder 
sells his interest in the meantime, there is no guarantee 
that he will obtain the return of a proportionate part—or, 
necessarily, any part—of his original payment for loading 
charge. A considerable part of a trust’s total receipts 
from loading charges, again, is used to meet immediate 
expenditure in connection with the acquisition of the neces- 
sary shares, publicity, promoters’ profits, etc. Once a 
trust is completely established, running expenses are mainly 
for clerical and more or less “‘ routine ’’ professional 
services, and should not be unduly large. The possible 
exceptions to this may be the Trust of Insurance Shares 
and the Foreign Government Bond Trust, which are of 
the nature of ‘‘ managed ”’ trusts. 

Early criticism of this aspect of fixed trust finance con- 
cerned itself mainly with the possibility that loading 
charges were likely to prove excessive. More detailed 
consideration, however, suggests an opposite possibility, 
i.e. that the proceeds of these charges may be somewhat 
low for the expenses of administration throughout the 
effective life of a given trust. Almost from its inception in 
this country the fixed trust movement has been highly 
competitive. The tendency to reduce loading charges 
to the lowest possible figure, in order to secure the maxi- 
mum unit sales, may have resulted in a temptation to stint 
provision for future administrative charges (regarding 
which those concerned were budgeting, to some extent, in 
the dark), as distinct from ‘‘ immediate ’’ items of cost 
and profit (whose dimensions could be assessed fairly 
closely). 
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With this point in mind, we have endeavoured to break 
up the loading charge of an imaginary fixed trust into its 
main component parts. We have reason to believe that 
our estimates are not very wide of the mark. Suppose that 
the nominal loading charge is brought up to the neighbour- 
hood of about 74 per cent. by various ‘‘ adjustments.’’ The 
latter include the net gain accruing from the rounding-off 
of sub-unit quotations to the nearest 14d. or 3d., and the 
basing of these quotations on the “ offered ’’ prices in the 
Official List, although in many cases business may be 
effected at a little below these prices—subject to the occa- 
sional need to pay more to obtain quick delivery, for 
completion of a unit. 

The resulting 7} per cent. can be regarded as being 
expended, in the case of most ‘‘ general ’’ trusts, assuming 
reasonable office rentals and directors’ fees, somewhat on 
the following lines. It should be noted that in certain cases 
the percentage payable to trustees may be somewhat re- 
duced by commissions earned from the trusts’ investment 
purchases :— 


Per cent. 

NN ooo sb ecescsd sb cobs biabbbebesbacsiensebe 1-25 
ET iit ctL ern niunccncbekconsenbesbnbusbsaausahieesdapsiieehs 1-35 
Management over 20 years, office rent and initial charges 1-25 
NINN +S CLUa snub cnchhabnkesseNsoansuessievousebabnssooneest 1-15 
Preparation of dividend warrants, permanent staff, etc. 1-0 
CREED 5 cc bursceuekivaseosnarstesinbbesennsnbbenteeseoune 1-5 

7°5 


On the above figures, the managers’ profits, properly so 
called, on sales of units to a total of £1,000,000 ex loading 
charges, would be £15,000, which can scarcely be regarded 
as a high figure. In fact, a fixed trust which succeeded in 
selling only a small number of units would actually be in- 
volved in a loss. In round figures, presuming an effective 
charge in the neighbourhood of 7 per cent., total sales 
under {200,000 would probably leave the managers out of 
pocket. Sales of {200,000 to £300,000 would probably 
clear expenses, while sales of about {500,000 would pro- 
vide the necessary minimum for an ‘‘ economic’’ profit to 
the promoters, after a reasonable costing of their time and 
trouble. 


It is clear that, under a regime of keen competition, the 
formation of fixed trusts is not El] Dorado as some lay 
critics of the movement may have tended over-hastily to 
assume. It has already been shown that, though the 
identity and resources of the interests behind all managerial 
companies cannot be ascertained from existing records, the 
paid-up capital of some of these companies is relatively 
small. Ifthe promoters of a trust found, in effect, that they 
had over-estimated their total unit sales, there might be a 
danger that the “‘ reserve,’’ retained out of total receipts 
from loading charges, to cover administration and manage- 
ment, might run dry before the end of the trust’s “‘ life.’’ 
It is true that such expenses need not be heavy. To illus- 
trate their incidence when they are at the very minimum, 





ELIMINATION 


THE question of elimination and replacement of fixed trust 
security holdings has had a foremost place in contemporary 
discussions of fixed trust finance. The rudimentary 
trusts established in the early days of the movement in 
America emphasised the limitation of managerial discretion 
in its extreme form. Those concerned were compelled to 
eliminate securities from their portfolios on the happening 
of a number of specified events. They had no power to 
withhold the step, or even to delay it, in many cases, 
beyond a specified and relatively short interval. 

The movement, however, took root in England at a 
somewhat later stage in its evolution, and in an environ- 
ment, moreover, in which the integrity and business 
acumen of boards of managers were less popularly dis- 
credited. From the outset, therefore, the tendency was 
to make elimination, even within the specified degrees, 
permissive rather than compulsory. Limitation on the 
powers of managers was exercised chiefly by stringent 
definition of the circumstances under which discretion could 
be used. 
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let us imagine that a trust, being run more or less as a 
adjunct to the activities of a larger financial group, has 
full-tume board to be remunerated, no large contray 
salaries to be met, and no heavy office rent to be defrayed, 
Its running costs when “‘ full ’’ (i.e. when no new units ar 
being created) may be limited to the wages of a single clerk 
for the calculation of daily prices and of a staff for the pre. 
paration and despatch of half-yearly dividend warrants, ete, 
‘The cost of the latter work may come out, in practice, a 
something like 1s. 6d. per certificate holder per year. 

Assuming that the average holding of sub-units is of 
reasonable dimensions—a rough definition may be from 
{200 to £300 per holder—the total of these expenses need 
not be heavy. It is, however, by no means negligible, 
From the certificate holders’ point of view, therefore, there 
is everything to be said for the setting aside, out of the 
amount received on the original sale of each unit, of a 
specified sum “‘ in escrow,’’ i.e. under conditions which 
provide for the release of a definite instalment at specified 
annual or semi-annual intervals spread over the entire life 
of the trust, with effective restraint on the anticipation of 
any instalment. This policy has been followed by the 
‘‘ British ’’ group*, which has disclosed the fact that its 
‘escrow ’’ fund totals £160,000. A similar fund has 
been created by groups such as the National and its affiliates, 
Fixed Trust Investments, First Provincial, Investors Gold 
Share Trust and possibly by others. It has been adopted in 
some cases for remuneration of trustees. For instance, the 
Investors General places 1 per cent. of the cost of sales to 
a joint fund to cover trustee fees during the life of the trust. 
In the same way, the Trust of Insurance Shares sets aside 
1} per cent. of the cost of sales. It should, in ow 
view, be universal, both for management and trustee 
expenses. Banks and insurance companies might well 
consider the desirability of insisting upon it as a condition 
precedent to their assuming the position of trustees. It is 
understood that the Stock Exchange authorities propose 
to lay down ‘“‘ escrow ’’ provisions, in the case of fixed 
trusts to which official ‘‘ recognition ’’ may be accorded. 
The National group deal with the matter by a provision 
against the expenses of distribution for the unexpired 
period of the trust, under certificate from the auditors 
agreed by the trustees. An alternative, which has been 
suggested, would be the taking out by a “‘ recognised” 
trust of a policy with an insurance company, which would 
agree to meet the necessary expenses in the event of 
default by the managing company. The precise modus 
operandi is probably a matter of secondary importance 
provided the main objective of assured financial facilities is 
secured. 





* Throughout this Supplement the term “‘ British,’’ in inverted 
commas, refers to the trusts issued by the Municipal and General 
Securities group (e.g. First British, Second British, etc.) as distinct 
from trusts issued by other groups, of whose title the word British 
forms a part (e.g. British Industries, British Empire, British 
General). 









With the growth of the movement in this country there 
has developed a perceptible tendency to extend the boun- 
daries of managerial discretion to cover almost every 
imaginable contingency. The line of demarcation between 
“ fixity ’’’ and ‘‘ management ’’ has thus been progres 
sively less evident. The movement appears to be approach- 
ing a stage at which fixed trusts will be ‘‘ fixed ’’ only as 
regards their initial choice of securities and the extent to 
which their managers can exercise powers of substitution, 
as distinct from mere replacement of securities, during the 
life of a trust. 

The deed of the first ‘‘native’’ fixed trust in England, the 
First British, laid down that all the ‘‘ eliminatory ’’ powers 
of the managers should be discretionary. This model has 
been followed by the other trusts of the ‘‘ British ’’ group 
and by the fixed trust movement generally. In some cases, 
however (e.g. British Industries), the discretion must be 
exercised by the ‘‘ managers and trustees,’’ and, in prac- 
tice, in many other cases it would seem that the managers 
are expected to inform the trustees and obtain thelf 
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\ THE YIELD IS \ Times, 2.10.34. 
N £4: 15:0 per \ 
\\ cent. perannum, \ Wl 


NS excludin all NN 
\ Spit Seauses B R I T I S H 
Will GENERAL 


fixed trust 


Offers an investment with: 
SAFETY 
Goop INCOME 
ScopE for APPRECIATION 


in 23 first-class companies; all of which 
are established leaders in essential branches 


o 
of industry. 
. 
The Companies are: 

Courrautps Lp, New Hucxnatt Corrrery Co, Lm, 
ENGLIsH SEWING Cotton Co, Lrp. WHITEHEAD IRON & STEEL Co. Lm 
. & P. Coats Lrtp. STANTON IRONWORKS Co. LtD. 
urMsH O11 Co. Lp. CEYLON TEA PLANTATIONS Co. LD. 
Losirvos OiLrreas Lip, Joxar (Assam) TEA Co. Ltb. 
Tatr & Lyte Lt. Rusper PLANTATIONS INVESTMENT 
MaANsrk & GaARTON LTD, Trust Lt. 

SPILLF TD. KAMUNTING TIN DrepGinc Lra 
British Om & Caxn Mitts Lrp, MALAYAN TIN DREDGING LTD, 
Patrons & BaALDwINs Lt, BRAKPAN Mines LtbD 
WooLcomBers Ltp. SPRINGS MNEs LtD, 

Bo.sover Cortrery Co, Lie, Sus Nice. Lt, 


The gross annual yield of £4.15 .0 at a price of 21s. 30. 
per sub-unit is calculated on the basis of past cash divi- 
dends only and excludes all bonus distributions. 





The Trustee for Certificate-holders : 
GENERAL ACCIDENT FIRE AND LIFE ASSURANCE 
CORPORATION LTD. 





a ae holds the underlying securities on behalf of investors, 
SOLD THROUGH collects the dividends, and distributes the income twice 
ANY BANK OR annually. 
STOCKBROKER. 

— Bankers for the Trustee: 


LLOYDS BANK LIMITED 


and 
ROYAL BANK OF SCOTLAND 





For full particulars write for Booklet“ E” to : 


BRITISH GENERAL FIXED TRUST LIMITED 
FARLEIGH HOUSE, LAWRENCE LANE, CHEAPSIDE, LONDON, E.C.2. 
Telephowes: National 1171 (5 lines). Telegrams: Brigenfix, London. 
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approval before selling. In certain circumstances it is laid 
down that the trustees of First Provincial are to sell on 
the manager’s written opinion. In the Investors group, final 
discretion is specifically reserved to the trustees, who on a 
managerial request, may sell if they think fit. How far 
this procedure tends to preclude agility in selling is a matter 
to be tested by experience. It may be surmised, however, 
that the arrangement will tend to limit precautionary sell- 
ing; that managers, and, still more, trustees, will regard the 
elimination of any constituent security as a very serious 
step; and that, in general, sales will not take place until a 
decisively unfavourable event has occurred, or until the 
virtual certainty of its occurrence is evident to the whole 
world. 

What, then, are the conditions on which sales may take 

lace? The following is a comprehensive list, extracted 
p § P 
from the deeds of a large number of trusts: — 

If the shares are no longer quoted on the Stock Exchange. 

If it becomes impracticable to purchase sufficient shares. 

If less than average dividends are paid or earned. 

If the shares have risen, in the managers’ opinion, to an un- 
economic level. 

If a company is likely to suffer a diminution in profits. 

If a fundamental change has been made in the rights of share- 
holders. 

If, through price changes, the shares of one company become 
too large a proportion of the deposited property. 

If dividends cease to be paid or managers expect their cessation. 

If dividends are about to cease to be paid. 

If, in the managers’ opinion, it becomes undesirable to retain. 

If some actual or imminent event is likely to make the security 
a source of detriment. 

If reconstruction shall have changed fundamentally the nature 
of the investment. 

If the managers deem it in the best interests of the certificate 
holders. 

If diplomatic relations are severed between the British Govern- 
ment and the issuing government (Foreign Government Bond 
Trust). 

For “‘ any other reason,”’ in the interests of certificate holders. 
These powers are certainly wide. Some groups, like the 

‘* British,’’ tend to specify a more or less lengthy list of con- 
tingencies, but the list (in the case of the later ‘‘ British ’’ 
trusts at least) usually ends with an entirely general clause 
which, in the opinion of the group’s legal advisers, is likely 
to be effective. In other words, it is held that the ejusdem 
generis rule would not operate so as to limit discretion to 
contingencies of the nature of those specified in the earlier 
clauses. Some other groups (e.g. the First Provincial) follow 
a broadly similar policy. 

On the whole, current practice is clearly tending in the 
direction of fewer and wider elimination clauses. Many 
recent trust deeds have only one or two such clauses, whose 
terms, containing such phrases as ‘‘a fundamental 
change,’’ “‘ reasonable cause to think,’’ etc., appear de- 
signed to give discretion the widest possible range. In 
short, it is not far from the mark to say that the majority 
of deeds, in this country, permit sales whenever those in 
authority think it desirable to sell. Conversely, in specific 
circumstances where selling is contemplated, such selling is 
not obligatory, but remains permissive only. Discretion 
could scarcely go further. The possibility that sales may 
tend to be unduly delayed hinges less on any deficiency in 
the powers of the managers than on a more fundamental 
consideration. Where a status quo has been inaugurated 
with considerable formality, those in control, singly or 
jointly, may be reluctant to modify it ‘‘ without great 
argument.”’ 


In the event of a sale, however, what happens to the pro- 
ceeds? The majority of trust deeds, and practically all the 
earlier ones, allow no powers of “‘ replacement ’’ by any 
other security or securities. In the case of the “‘ British ’’ 
series, for example, the trustees are required to sell as soon 
as practicable, and divide the proceeds rateably among the 
units deposited. Similar provisions apply to groups like 
the Amalgamated, First Provincial, Commercial, British 
Empire, National, etc. 
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Usuaily, in the case of a sale, all holders must 
apprised, though, in some instances, notice does not a 
to be necessary until the next half-yearly trust divideng 
date. The acwual payment of the proceeds to certificat, 
holders, in a few instances, has no definite time limit, byt 
must be made “‘ as soon as practicable.’’ In the majority of 
cases, however, distribution must be effected on the next 
half-yearly distribution date. Hence, where selling is de. 
cided to be necessary on the occurrence of a particular 
event, the period during which it may take place may vary 
between a few days and nearly six months. ‘‘ Accidents 
of the calendar ’’ may thus have important consequences as 
regards the effect of sales on the market and on the average 
price actually realised. 

A limited number of trusts, however, have gone beyond 
the principle of mere ‘‘ elimination,’’ and have provided 
powers ot “‘ substitution.’’ The British Industries Fixed 
Trust, for example, has a ‘‘ second schedule ’’ of ten 
shares. The proceeds of a sale may be reinvested jn 
any share in this list, designated by the managers, and 
approved by the trustees. The British General and the 
British Industries similarly have replacement ‘‘ panels” 
containing 10 specified stocks. The Investors General deed 
allows either distribution of proceeds, or reinvestment in 
any trustee stock ov reinvestment in any other share in the 
original schedule, provided that no single share exceeds 
10 per cent. of the value of the unit at the date of the 
change. 

The ‘* specialised ’’ trusts, as might be expected, have 
devoted more attention to the question of reinvestment 
than the “‘ general ’’ trusts. The Investors Gas and Elec- 
tric Trust, for example, gives the managers, on the consent 
of the trustees, the same three alternatives as the Investors 
General (with the same limitation on reinvestment in the 
original panel, rather more closely defined), plus a fourth 
alternative. This allows reinvestment in the shares of any 
company engaged in carrying on business in the gas or 
electrical industries anywhere in the world—subject only 
to the proviso that no more than two “ outside ’’ invest- 
ments shall be made in any year ending April 30th. 


Although the Gilt-edged Fixed Trust may be regarded 
as ‘‘ specialised,’’ its deed contains no ‘‘ panel ’’ of alter- 
native investments. The Trust of Insurance Shares gives 
the managers complete freedom over a panel of 31 com- 
panies. The Foreign Government Bond Trust offers, pos- 
sibly, the widest scope for specialised management skill of 
all the fixed trusts—doubtless because it has been designed 
to operate in a market where professional knowledge com- 
mands a high premium. The discretionary element, how- 
ever, finds its exercise through the wide scope afforded to 
the managers in their original choice. Their panel con- 
tains as many as 122 securities, besides British Government 
securities. The only limit imposed on their choice within 
this list is that not more than 5 per cent. must be in any 
non-British Government security, and if, through any 
change in value, this limit is exceeded, the managers are 
to use their discretion as regards selling or otherwise, to the 
extent of the surplus. Apparently they are free to change 
round and generally to rearrange the investments within the 
permitted list, and can reinvest the proceeds of elimina- 
tions, in their own judgment, within that list. Of all the 
fixed trusts these come nearest to the canons of 2@ 
‘‘ management trust,’’ operating in a specialised field, and 
having what Americans would call an ‘‘ open-end unit” 
type of organisation. 





Apart from the specialised trusts, it may be concluded 
that the leaders of the movement in Great Britain have not 
as yet closely studied the possibilities of ‘‘ elimination.’ 
The general trusts with an “‘ alternative panel ’’ are in @ 
minority, and the ‘‘ panel’ where it exists is not suff 
ciently lengthy to allow noteworthy elasticity in Tt 
investment. 
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British 


Industries 


FIRST PORTFOLIO 





AMALGAMATED PRESS LTD. 

ASSOCIATED PORTLAND CEMENT MANUFAC- 
TURERS LTD. 

AUSTIN MOTOR CO. LTD. 

BRITISH MATCH CORPORATION LTD. 

CALLENDERS CABLE AND CONSTRUCTION 
LTD. 

CITY OF LONDON REAL PROPERTY CO. LTD. 

COMMERCIAL UNION ASSURANCE CO. LTD. 

COUNTY OF LONDON ELECTRIC SUPPLY CO. 

COURTAULDS LTD. 

DAILY MAIL AND GENERAL TRUST LTD. 

GOVERNMENT GOLD MINING AREAS LTD. 

IMPERIAL TOBACCO COMPANY OF G.B. & I. 

INTERNATIONAL TEA CO.’S STORES LTD. 

LEVER BROS. LTD. 

LEWIS’S INVESTMENT TRUST LTD. 

LONDON BRICK CO. & FORDERS LTD. 

LONDON MIDLAND AND SCOTTISH RAILWAY 
co. 

LYONS, J., & COMPANY LTD. 

MARKS AND SPENCER LTD. 

PROVINCIAL CINEMATOGRAPH THEATRES LTD. 

ROLLS ROYCE LTD. 

SHELL TRANSPORT AND TRADING CO. LTD. 

SPILLERS LTD. 

UNITED DAIRIES LTD. 

WALL PAPER MANUFACTURERS LTD. 


ixed* Trust 


An investment of £20, or upwards, divided between the 
Ist and 2nd Portfolios of the British industries 
Fixed Trust secures a definite interest in fifty selected 
British companies and _ returns quarterly dividends. 


SECOND PORTFOLIO 


APEX (TRINIDAD) OILFIELDS LTD. 

w. & T. AVERY LTD. 

JOHN BARKER & COMPANY LTD. 

BOLSOVER COLLIERY COMPANY LTD. 

BRITISH ELECTRIC TRACTION COMPANY LTD. 

BRITISH PORTLAND CEMENT MANUFACTURERS 
LTD. 

CALCUTTA ELECTRIC SUPPLY CORPORATION 
LTD. 

CARRERAS LTD. 

CEREBOS LTD. 

J. & P. COATS LTD. 

COVENT GARDEN PROPERTIES COMPANY LTD. 

DISTILLERS COMPANY LTD. 

ENO PROPRIETARIES LTD. 

EVER-READY COMPANY (GREAT BRITAIN) LTD. 

GAUMONT-BRITISH PICTURE CORPORATION 


GEDULD PROPRIETARY MINES LTD. 

IND, COOPE & ALLSOPP LTD. 

JOHANNESBURG CONSOLIDATED INVESTMENT 
co. LTD. 

JOSEPH LUCAS LTD. 

MANBRE & GARTON LTD. 

PATONS & BALDWINS LTD. 

PHCENIX ASSURANCE COMPANY LTD. 

SELFRIDGE & COMPANY LTD. 

UNITED STEEL COMPANIES LTD. 

WIGGINS, TEAPE & CO. (1919) LTD. 
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MIDLAND BANK EXECUTOR & TRUSTEE Co., LTD. 


ALLIED INVESTORS’ 


The Trust was constituted on 22nd March 1934 
when the 1st Portfolio was created. The second 
Portfolio was created on 8th November 1934. 
For the first year the distribution to certificate 
holders of the 1st Portfolio, comprising dividends 
and all monies received in respect of bonuses and 
rights 1s at the rate of £7.6.2 per cent. per 
annum on the initial price of the sub-units. 
Sub-units may be bought and sold at any time 
through any Bank sotinelinnine or through the 
Managers of the Trust. From any of these 
sources an explanatory booklet may be obtained 
on request. 


TRUSTEES 


MANAGERS 


FIXED TRUSTS LIMITED 
165 MOORGATE : LONDON : E.C.2 — National 1637 
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UNITS AND THEIR 


In the majority of cases, no initial limit is laid down to 
the number of a fixed trusts’ units. Exceptions to this 
rule are the ‘‘ British ’’ Fixed Trusts (whose limits are 600, 
550, 500 and 500 for the four trusts respectively) and the 
Foreign Government Bond Trust, formed under the same 
auspices, which has a limit of 5 million bond units which 
may be increased with the trustees’ sanction. The First 
Provincial Fixed Trusts, ‘‘ A’’ and ‘‘ B,’’ each have a 
limit of 500 units, and the same limit is imposed in the case 
of British General. It is understood that the Investors 
and the British Industries Groups do not at present intend 
to issue more than 400 units in each of their Trusts. 


All the trusts, naturally, appear to have aimed at making 
their certificates available to the small investor, without 
catering for microscopic investment which would not pay 
for its inevitable clerical expenses. Every unit is divided 
into sub-units, usually arranged so that the opening quota- 
tion for sub-units shall be somewhere in the neighbourhood 
of {1. The minimum number of sub-units purchasable is 
usually 10, but there is considerable variation in this re- 
spect. The Third and Fourth British and the National 
Commercial and Amalgamated Sub-units have a minimum 
of 20 by way of initial purchase, while in the case of the 
Trust of Insurance Shares and the British Empire ‘‘ A’’ and 
‘‘B’”’ a single sub-unit may be purchased. On the other 
hand, the minimum is as high as 20 in the case of the In- 
vestors’ General, Gas and Electric, and Gold Share Trusts, 
and as high as 25 in that of the First Provincial ‘‘ A’’ 
and ‘‘ B.’’ Only the British General appears to have given 
the managers discretion to vary the minimum. 


The maximum duration of the great majority of fixed 
trusts is twenty years. This “ life ’’ is common both to the 
“* general ’’ and the “‘ specialised ’’ trusts, the chief excep- 
tions being the Foreign Government Bond Trust, which has 
a duration of twenty-one years, the Gilt-edged Fixed Trust, 
one of fifteen years, and the Rand-Gold Producers’ and 
Investors’ Gold Share Trusts, each of ten years. The 
second portfolio of the British Industries Fixed Trust, 
almost alone, has an “‘ optional’’ provision, for the 
managers may terminate the trust at any time after fifteen 
years, while the trustees must terminate it after twenty 
years. The National Fixed Trust Units ‘‘ A’’ to “‘ C,”’ 
and the First Provincial Units ‘‘ A’’ and “‘ B,’’ have a 
clause, not uncommon in private trust deeds, which makes 
the duration of the trust dependent on one of two alterna- 
tives, i.e. cither twenty years after the issue of the first 
certificate in the unit concerned, or twenty-one years after 
the death of the last survivor of the issue of King George V 
living at the date of the formation of the trust. In the 
case of the three National units, the shorter of the two 
alternatives is compulsory. In the case of the First Pro- 
vincial units, however, it appears to be possible for those 
concerned to choose either alternative, so that the life of the 
trust may be capable of enduring for considerably longer 
than twenty years. In the case of these trusts, the ‘‘ life ’’ 
runs from the date of each unit purchased, and in others 
from the date of the first unit. 


Provision for prior termination, however, is made in 
numerous instances, though it is absent as regards the 
National, British Empire, Investors’ General, and In- 
vestors’ Gas and Electric units. In the other cases, the 
trust is almost invariably terminable if the managers go 
into liquidation or cease business. Neglect of duty, or in- 
capability on the part of the managers, is also a ground for 


TRUSTEES’ 


A CLOSE examination of the various trust deeds suggests 
that those who drafted them have been largely successful 
in their evident intention to invest trustees with the position 
of umpire. As a rule, trustees have little or no power to 
intervene while the managers, on the field of play, carry 
out the game according to the rules. They have very 
definite duties, however, to dismiss the managers to the 
pavilion, and bring outstanding matters to a decent finish, 





POWERS AND REMUNERATION 


“LIFE” 


termination, in the majority of cases, the initiative, usually, 
being with the trustees. Frequently, the latters’ opinion 
that the managers are incapable of satisfactorily perform. 
ing their duties is in itself a ground for termination. The 
deeds of the ‘‘ British ’’ Fixed Trusts provide in every cage 
for termination after one year if less than a minimum 
number of sub-units (100,000 for the First and 200,009 
for the remaining three ‘‘ British ’’ Fixed Trusts), is out. 
standing. The Third and Fourth British (though not the 
First and Second) also make provision for termination 
if the companies whose shares form part of the deposited 
property fall below a minimum number, viz., 15 out of 
28 for the Third British and 15 out of 24 for the Fourth 
British. The Second, Third and Fourth British deeds 
also provide for the bringing to an end of the trusts, if 
the actions of the managers, in the trustees’ opinion, are 
calculated to injure the interests of certificate holders, 
The deed of the British Industries Second Portfolio pro- 
vides for termination if the managers make inadequate 
provision for the trust’s expenses (including the trustees’ 
remuneration), or if a new director of the management 
company is elected without the trustees’ consent. The 
British General deed contains provision against a fall in 
the number of companies below a minimum (15), or action 
injurious to certificate holders’ interests, similar to thos 
in the later ‘‘ British ’’ Trust deeds. 

Among the specialised fixed trusts, the termination pro- 
visions of the Foreign Government Bond Trust are much 
the most stringently drawn. De facto control of the & 
management by any corporation of which the trustees dis- 
approve, or a fall in the permitted investments to too small 
a number, in the opinion of the managers, to warrant con- 
tinuance (without the specification of any particular mini- 
mum), are grounds for winding-up found only in the deed 
of this trust. Many deeds, however, contain a lawyer-like 
provision for automatic termination in the event of trusts in 
general being made illegal. 

The net effect of many of these provisions would seem to 
be to put effective rights and responsibilities in the hands 
of trustees to bring the trusts to an end in conditions which 
seem likely to jeopardise the interests of certificate holders. 
If the necessity for putting these provisions into practice 
ever came about, much might depend upon the standard 
adopted by the trustees in defining ‘‘ incapability ’’ on the 
managers’ part, and still more in judging the likelihood of 
injury. Although the ‘‘ British ’’ Fixed Trust deeds def- 
nitely provide that the trustees’ decisions shall have 
finality, in many other cases this is less clearly laid down. 
in these instances, consideration should be given to the 
possibility that the trustees’ judgment might be legally 
challenged by managers or by one or more certificate 
holders. 

Before leaving the question of unit technique, reference 
may be made to the form assumed by sub-unit certificates. 
Some trusts, like the Municipal and General group, issu 
bearer certificates, with coupons covering a defined trust 
period after a stated total number of units have been sold. 
Other trusts, such as the National group, issue registered 
certificates, the trust period starting from the date of put 
chase, without a limit to the total certificates in issue. 
The managers may thus vary the number of units in issue 
with considerable elasticity in accordance with contemp0l- 
ary conditions. Prima facie, ‘‘ bearer ’’ certificates would 
seem more suitable for future Stock Exchange dealing than 
the “‘ registered ’’ variety. 




























if the rules are infringed. Their responsibilities in the ca fF 
of liquidation, neglect or prejudice on the managers’ pat F 
have been already described above. Two other question } 
suggest themselves. Can trustees, in any event, appoill 
new managers? Can trustees vary trust deeds? 

On the first of these important matters, many trust deeds 
are silent. In the majority of cases, it would appear to b& 
the trustees’ duty, if the management goes out of business 
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Is offered by an 


investment in 


Investors 
Gas & Electric 
Trust 


An investment in 14 outstanding companies 
in the gas and electrical industries. 


This gross yield of £4 4s. od. per cent., at a price of 15s. od. 
per sub-unit, does not take into account any new-issue 
rights. The proceeds of sale of these rights based on the 
average of the last five years would represent an additional 
annual yield of approximately 15s. od. per cent. 


These are the Companies : 


Gas Light & Coke Company. 

County of London Electric Supply Company, Limited. 
Callender’s Cable & Construction Company, Limited. 
Victoria Falls & Transvaal Power Company, Limited. 
Electrical Distribution of Yorkshire, Limited. 

Calcutta Electric Supply Corporation, Limited. 
Scottish Power Company, Limited. 

Lancashire Electric Light & Power Company, Limited. 
British Columbia Power Corporation, Limited. 
Imperial Continental Gas Association. 

South Metropolitan Gas Company. 

Consolidated Gas, Electric Light & Power Co. of Baltimore. 
Midland Counties Electric Supply Company, Limited. 
Metropolitan Electric Supply Company, Limited. 


Sub-units can be bought or sold through any bank or 
stockbroker. Full particulars may be obtained through 


The Trustees : 


Royal Exchange Assurance 
The Bankers : 
Barclays Bank Limited 
or by writing for Booklet 16 to 


The Managers : 
investors Specialised Fixed Trusts Ltd. 
15, Moorgate, London, E.C.2. 


Telephones : Telegrams : 
METropolitan 3622. Infitrus, Stock, London. 





Doremus 





Fixed Trust } 
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to terminate the trust. In the case of the four “‘ British ”’ 
Trusts, the managers have power to nominate a new 
management, but the trustees have an absolute veto on the 
names submitted to them. Their assent to the appointment 
of successors to existing managers is also necessary in the 
case of the First Provincial Trusts. A similar position 
obtains with the British General as with the ‘‘ British ’’ 
Trusts. Exceptionally, the power of direct appointment of 
mew managers is given to the trustees by the deed of the 
Trust of Insurance Shares, and those of the two portfolios of 
British Industries Fixed Trust. 

Almost every trust provides for the variation of the deed 
m certain circumstances. The initiative, however, seldom 
or never lies with the trustees, but with the managers, the 
trustees having absolute discretionary power to withhold 
consent. The “‘ British ’’ group of trust deeds specifically 
require the trustees to satisfy themselves that the interests 
of existing certificate holders are protected and that no 
discretionary powers are extended. The National deeds 
make economic or profitable working of the trust the test 
of desirability, and the same criterion applies in the British 
Empire, the Investors General, the First Provincial, 
Amalgamated, Universal, Insurance Shares, Investors 
Gas and Electric, and Gilt-edged fixed trusts. The Foreign 
Government Bond Trust has the same ban on the extension 
of existing discretionary powers as the “ British ’’ Fixed 
Trusts, and the same applies to the British General. In the 
other cases, the possibility of an extension of discretionary 
powers would not appear to be precluded, the sole criterion, 
seemingly, being economic and profitable working. 

Detailed provision is made, in practically every case, for 
the remuneration of trustees’ services. The managers are 
the fountain-head of main and regular remuneration, but 
its amount is seldom specified in the trust deed. For in- 
formation on this important point certificate holders, in 
most cases, must rely on their ability to obtain access to 
supplementary correspondence between the trustees and the 
managers. In the case of National Fixed Trust ‘‘ D,’’ the 
deed names a firm of accountants as arbiters in the case of 
disagreement. The same provision appears in the deeds 
of the Universal and of the Gilt-edged fixed trusts, and 
presumably this point is covered by supplementary corre- 
spondence in various other cases. 

In numerous instances, however, trustees can remunerate 
themselves directly from monies in their hands. The 
trustees of the four “‘ British ’’ Trusts pay no interest on the 
cash they hold as part of the trusts’ deposited properties. 
In other cases, they retain any profits accruing to them in 
their capacity of bankers to the trust, or from the buying 
or selling of units for the trust, or from any business done 
with managers or certificate holders. The trustees for the 


SECURITIES HELD 


Or the more controversial aspects of fixed trust finance, 
none has aroused keener discussion than the potential 
market effect of purchases and sales of fixed trusts’ under- 
lying securities. Critics of the movement have pro- 
tested that the element of inevitability in trust purchases 
and sales, within a time limit which may be elastic but is 
not infinite, may at best range the trusts against the 
market, and at worst may range the whole market against 
the trusts. The movement’s spokesmen have replied that 
the percentage of any given company’s shares held by the 
trusts is too small a part of the whole to have any major 
effect, either way. In this respect, they contend, there is 
safety in the absence of numbers. 


(a) ‘“ DUPLICATED” SECURITIES 

In order to throw further light on this question we have 
made an analysis of all the securities held by the various 
fixed trusts. By this means, given returns of unit sales, it 
would be possible to compute the exact proportion of any 
company’s issued capital held by the whole fixed trust 
movement. The terms, however, on which sales informa- 
tion has been confidentially supplied to us preclude its use 
in this way. We have, therefore, proceeded as follows: — 


All securities held merely by a single trust, or by a couple 
of trusts only, have been neglected, on the ground that the 
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British Empire series may reimburse themselves, if and whey 
necessary, by realising such property as they may think fit 
in their absolute discretion. The trustees for the Commer. 
cial Fixed Trust are entitled to 1 per cent. commission on 
sales and $ per cent. commission on repurchases of sub. 
units. The same provision obtains with the Amalgamated, 
but a minimum amount of {262 Ios. per annum is fixed, 
The trustees of the British General share with brokers ip 
“customary commission ’’ on all purchases, and receive 
commission from the managers on dealings in sub-units, 
The Gilt-edged Fixed Trust deed provides for commissiog 
on sales and repurchases of sub-units, but at lower per. 
centages than in the other instances mentioned. 

Generally, it is difficult, or impossible, for certificate 
holders to estimate exactly how much is paid, or payable, 
to trustees in any given period, and it may be asked whether 
those concerned should not consider the advisability of 
issuing regular statements, giving total figures under this 
head, to all certificate holders. 

The important question of procedure by trustees, in the 
event of termination of a trust, appears to have received 
close consideration in practically every case. Generally, 
the deeds provide for the giving of adequate notice (usually 
three months) to certificate holders, and thereafter the 
carrying out of the necessary arrangements without undue 
delay. The “‘ British ’’ deeds, for example, provide for the 
fixing of a date, within sixty days, on which termination 
shall take effect, the distribution within thirty days there- 
after of deposited property in exchange for complete units 
and, finally, the sale and pro rata distribution of the 
remaining stocks and shares within twenty days, as 
far as is practicable. This sequence—notice, unit distri- 
bution and sub-unit realisation and payment—and ap- 
proximately these intervals, with minor variations, are 
general. In some instances, provision is made for post- 
ponement of distribution until property equivalent to 5s. 
per sub-unit has been sold. It should be noted, finally, that 
the trustee in certain cases has power to distribute the assets 
of the trust in specie. 

The setting out of a time-limit, however, even with a 
qualification regarding practicability, is by no means 
universal, and the question of its desirability seems argu- 
able. While there is everything to be said against uncon- 
scionably prolonged liquidation, recent examples in other 
directions have suggested that careful ‘‘ nursing,’’ in cer- 
tain circumstances, may offer the possibility of a higher 
eventual return. Any provision requiring the sale of securi- 
ties whose total value may run, possibly, into seven figures, 
within the limits of one or more Stock Exchange accounts, 
might have undesirable results both for the market and the 
beneficiaries. 


BY FIXED TRUSTS 


limits imposed on the total dimensions of the portfolio of 
any given trust effectively prevent the accumulation in its 
hands of more than a minor share of a company’s total 
issued capital, save in very exceptional cases. In practice, 
the emphasis placed by trust managers on ‘ market- 
ability ’’ in their original choice of stocks is, spso facto, 
an effective deterrent against securities having only a narrow 
market. The danger of ‘‘ over-accumulation ’’ is much 
more likely to arise where a popular share has exercised a 
irresistible fascination for a number of fixed trusts, which 
might all, conceivably, be sellers together in the event of 
the passing of a dividend, or on some other unfavourable 
contingency. We have, therefore, taken out a list of all 
securities held, respectively, by three to eleven trusts, and 
have estimated the proportion of the total issue of those 
securities which would be held, if every trust succeeded in 
selling the whole of its authorised units. In cases where, 
so far as we know, no limit to the total is specified, we have 
assumed a maximum sale of 500 units. Our figures may 
thus be regarded as representative of the maximum dimet- 
sions which holdings by existing fixed trusts are likely to 
attain. The computation includes the recently-form 
Investors Gold Share Trust. The list is given in the 
table on page 16. 
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iv OW Can you Invest It: 
sion Many of us in these times have certain funds, or savings, available for 
investment, but are unable to decide on the wisest method to adopt. What 
he alternatives ? 
beni are the alternatives: . 
able, GILT EDGED SECURITIES will provide us with safety, but little else. 
ether [The return is under 3 per cent., and the prospects of appreciation 
y B negligible. 
FOREIGN BONDS show a generous yield, but which of us cares to risk 
1 the his money abroad with the world in its present unsettled condition ! 
2ived PREFERENCE AND ORDINARY SHARES of many companies look attrac- 
ally, tive, but we hesitate before putting all our eggs into any one industrial 
_ or commercial undertaking. 
ndue Both generous yield and widespread safety are, however, available to the 
T the purchaser of British Empire Fixed Trust Certificates, which provide, not 
ation a share in the Trust, but an actual holding in each of the 50 leading British 
here- Companies listed below whose combined net assets exceed £550,000,000. 
units 
the SERIES ‘A’ SERIES ‘B’ 
, as Associated Portland Cement Manufacturers Ltd Ind, Coope & Allsopp Ltd. 
listri- Bank of England Amalgamated Metal Corporation Ltd. 
British Match Corporation Ltd. Barclays Bank Ltd. ‘ B’ 
ap- J. & P. Coats Ltd. Boot’s Pure Drug Co. Ltd. 
Furness Withy & Co., Ltd. British-American Tobacco Co. Ltd. 
, are General Electric Co. Ltd. British Oil & Cake Mills Ltd. Pref. Ord. 
post- Harrisons & Crostield Ltd. Callender’s Cable & Construction Co, Ltd 
Imperial Airways Ltd. City of London Real Property Co. Ltd. 
O 5s. ; Imperial Chemical Industries Ltd. Clyde Valley Electrical Power Co. 
th t } Imperial Tobacco Co. (of Great Britain & Treland) Ltd. Distillers Co. Ltd. 
, tha Marks & Spencer Ltd. English Sewing Cotton Co. Ltd. 
Patons & Baldwins Ltd. Ever Ready Co. (Great Britain) Ltd 
ssets ; Prudential Renee Co. Ltd. Paley Aviation Co. Ltd. _— } 
Tate & Lyle Ltd. Joseph Lucas Ltd. 
ith Wallpaper Manufacturers Ltd. Manbré & Garton Ltd. Def. 
l a Commercial Bank of Australia Ltd. Mitchells & Butlers Ltd. 
1eans Burmah Oil Co. Ltd. F. W. Woolworth & Co. Ltd 
The Bell Telephone Co. of Canada Montreal Light, Heat & Power Consolidated 
argu- Calcutta Electric Supply Corporation Ltd. Brakpan Mines Ltd 
A. Guinness, Son & Co, Ltd. Crown Mines Ltd. 
con- Bank of New Zealand Springs Mines Ltd. 
other Johannesburg Consolidated Investment Co. Ltd Sub Nigel Ltd. 
South African Breweries Ltd. Sudan Plantations Syndicate Ltd. 
| cer- Victoria Falls & Transvaal Power Co. Ltd. Ashanti Goldfields Corporation Ltd. 
igher Trinidad Leascholds Ltd. Apex (Trinidad) Oilfields Ltd. 
ca Sums from {35 upwards can be invested through any Bank or Stockbroker, 
ute and the investment can be realized at any time at the then Stock Exchange 
—_ selling prices of the constituent shares. 
MIDLAND BANK EXECUTOR & TRUSTEE CO. LTD. acts 
as Trustee, holds all the securities in its own name, and distributes divi- 
dends to investors at regular intervals without charge. 
At present prices, and on the basis of Dividends—including Share BonuseS 
up to 10 per cent.—paid by the various companies, January 1934 to January 
— 1935, the yield on these certificates is 
10 
in its Oo 
total 7 
ctice, — 
rket- 8 Oo 
acto, 
TOW F&F . . 9 ; . . 
nuch & and increasing prosperity amongst the companies over which the invest- 
d a8 ment is spread will mean increasing dividends for holders of these certificates. 
yhich ; : : 
nt of Ff A BOOKLET with full information about 
rable 
rf all 
and — 
those 
edin §— 
here, ’ 
have FIXED TRUST CERTIFICATES 
may ‘ 
men- can be obtained from any branch of the Midland Bank, from any Stockbroker, or from 
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SECURITIES ‘‘ DUPLICATED”? BY SEVERAL FIXED TRUSTS 














Presuming Presuming 
Trusts Sold Trusts Sold 
All Avail- P All Avail. 
Total able Units a able Units 
No. of i vO. 
~ . + - } - > | 
Security Held by Shares | Security Held by Shae 
Out- sa , of | E « 
standing — Total | standing Pwo Be 
held by | a | held by Our. 
mae Trusts | Stand 
{ in ing 
—— +. 4 — ————  - 


Hep sy Eveves Trusts: 
Imperial Tobacoo, {1 ord.| Ist, 4th Brit.; Nat. A, D; 137 492,625 
Brit. Emp. A; Comm.; a. 
Gen.; Amalg.; Brit. Ind. af 

a ii 


Hep sy Five mneelent. 
Gas Light and Coke, {1 | 2nd Brit.; Nat. A; Inv. Gen.; |19,313,481] 288,000 
Ord. Univ.; Inv. Gas and EL. 
London County L. and F. 
Properties. 
| Manbré & Garton, £1 Ord. 


166,500; 0-45 19 


Univ.; Ist Prov. B. 
Hep ry Tex Trusts: 
J. and P. Coats, £1 Ord. | Ist Brit.; Nat. B; Brit. Emp. A; |14,750,000) 
Stk. Inv. Gen.; Amz aig. I; Brit. Ind. 
2; Brit. Gen. ; Univ. : Te xt.Certs. 
Ist Prov. B. 


Univ. 
3rd Brit.; Nat. B, D; Brit. Gen.; } 1,146,669} 155,000)13-5) 
Univ. 
Marks and Spencer, 5s. | Nat. A, 1); Inv. Gen.; Brit. | 2,400,000) 142,000] 5-92 
|} Ord. | Ind 1; Univ. 
| Nourse Mines, Ltd.,£1 sh. 


Nat. A, D; Comm.; Inv. Gen.; | 1,897,978 on 8:95 





Univ.; Rand; Gold Producers 1, 827,821| 152,500/18-43 
2 and 3. 

} Patons & Baldwins, Ord. ~ Brit. ; Brit. Emp. A; Brit. | 1,599,291] 121,500) 7-6 

| Stk. } Ind. 2 : Brit. Gen.; Textiles. 

| Reckitt & Sons, £1 Ord. | end, 4th Brit. ; Nat. A, D; Univ. 3,648,000] 95,000) 2-6 

| Tate and Lyle, £1 Ord.... | 2nd Brit. ; Nat. B; Brit. Emp. A; | 3,400,000] 107,500) 3-16 










_ sien . . ; sonnei . aca | 

Herp sy Nixes Trests: } 

Govt, Areas {Modder.) $s. | Brit. Ind. 1; Inv. Gen.; Univ.; | 5,600,000 
Rand ; Gold Prod. 1, 2, 3; Inv. 

Gold; Ist Prov. B. ‘ 

Imperial Cont. Gas Assoc.} 3rd Brit.; Nat. A, D; Comm.; | 5,600,000} 500,000) 8-93 | 

Stk. Inv. Gen.; Amalg.; Univ.; | | 

} 

| 





| 
| 





Brit. Gen.; Univ. 











Hep sy Four Trusts: 
| Anglo-Persian Oil, 9% 
Cum. 2nd Pref. 
Bank of England Stock.. 


Inv. Gas and El.; Ist Prov. B 4th Brit.; Nat. C; Amalg.; Univ. | 5,473,414 seca 451 


Springs Mines, {1......... | Brit. Emp. B; Inv. Gen.; Amalg. | 1,500,000} 107,500) 7-17 | 
I; Brit. Gen. ; U ans Rand; | | 
Gold Prod. 1, 





Nat. A; Brit. Emp. A;Comm.; {14,553,000} 82,500} 0-57 
3 Ist Prov. B. | 
Calcutta Electric. £1 Ord. Brit. Emp. A; Brit. Ind. 2; | 1,804,580} 155,000) 8-59 






















Hep sy Eicut Trusts: Univ.; Inv. Gas and El. | 
Burmah Oil, £1 Ord. Stk. | 2nd Brit.; Nat. B, D; Brit. Emp. | 9,157,675] 200,000} 2-18 | | City of Lond. Real Prop., | 4th Brit.; Brit. Emp. A; Comm. ; | 8,000,000] 315,000) 3-94 
A; Inv. Gen.; Brit. Gen. ; Univ. ;} j 41 Ord. Brit. Ind. 1. | 
Oil Certs. | | Cory (Wm.), £1 Ord....... | 2nd, 4th Brit.; Nat. A; Iron, } 2,850,904] 87,500) 3-07 
Courtaulds, {1 Ord. /... 1-10 Coal and Stl. 


Ist Brit.; Nat. A; Inv. Gen.; |24,000,000] 265,000 
Brit. Ind.; Brit. Gen.; Univ.; | | 











y 3rd Brit. ; Brit. Emp. B; Brit. | 3,190,000} 265,000) 8-31 
Text. Certs.; Ist Prov. B. | Brit.), 5s. Ord. Ind. 2; Univ. | 
Arthur Guinness, £1 Ord. | Ist Brit.; Nat. D; Brit. Emp. A; 7,500,000) 168,500) 2-25 Gaumont - British, 10s. | 4th Brit.; Brit. Ind.; Univ.; Ist | 5,000,000} 435,000) 8-70 
Stk. Comm.; Inv. Gen.; Amalg.; j \ Ord. Prov. B. | 
Univ.; Brew. and Dist. Lever Bros., Ltd., 20°94 |Nat. D; Brit. Ind. 1; Univ.; Ist | 3,787,312} 107,000) 2:79 
Spillers, Ord. Stk........+. 3rd Brit.; Nat. B, D; Inv. Gen.; | 1,810,893] 227,000,12-53 | Cum. Pfd, Ord. | Pp ~. B. | 


Amalg.; Brit. Ind. 1; Brit. 
Gen.; Univ. 
Brit. Emp. B; Amalg.; Brit. 


L.M.S. Rly., 4% Pref... jInv. Gen.; Brit. Ind. 1; Univ.; {118908762} 367,500) 0-31 
| Home Rail Certs. 
; London & Thames Haven 2nd Brit.; Nat. A, D; Oil Certs. | 1,300,000} 92,500) 7:12 





Sub Nigel, 10s. shares... 1,687,500} 59,500) 3-47 | 


| 
; {| | 
| 








| 
| 
| 
| 
seat Co. (Gt. 
| 
' 
' 


Gen. ; Rand; Gold Prod. 1, 2, 3; Oil Wharves, Ltd. £1 Ord.| | 
Inv. Gold. New Modder., 10s.......... | Rand; Gold Producers, 1, 2, 3... | 2,800,000} 70,000} 2-50 
United Dairies, £1 Ord... | 2nd, 4th Brit.; Nat. A, D; Inv. | 2,464,000) 217,500) 8-83 New State Areas ......... } Univ.; Rand; Gold Prod. 3; Inv. | 1,514,037} 95,000! 6-27 


Gen.; Brit. Ind. 1; Univ.; | 
Stores ar ad Prod. | 
HELD By Srevex Trusts: 
Assoc. Portland Cement, 


{| Gold. 
Prudential Assurance, 
a 
| Shell Transport, 7% Cum. 


| Nat. A; Brit. Emp. A; Univ.; | 1,250,000} 22,500) 1-8 
Tr. of Ins. | 


| 





Nat. C; Comm.; Amal.; Ist |10,000,000 325,000| 3-25 
2nd Brit.; Nat. A, D; Brit. Emp. 3,500,000) | 


A; Amalg.; Brit. Ind. 1; Univ. 

Brit. Emp. B; Amalg.; . 1, 150,000] 82,500 
Gen. ; Rz and; Gold Prod. 1, 2, 3. | 

Brit. Emp. B; Univ.; Rand; 1,886,125} 45,500} 2- 
Gold Prod. 1, 2, 3; Inv. Gold. 

2nd and 4th Brit.; Nat. B, D; |42,929,732/1,550,000] 3-61 
Univ.; Home Rails; Ist Prov. B} } 

3rd Brit.; Nat. B, D; Brit. Emp. |43,756,659) 299,000) 0-68 | 
A; Inv. Gen.; Univ. ; Ist Prov.B 

2nd Brit.; Nat. A, D; Comm.; | 6,197,277} 463,500 


314,500 


© 
é 


| 
of 
fl. 
Brakpan Mines, {1........ 
Coden BEIRES cccccssccescee 
G.W.R., Cons. Ord. ...... 
Imperial Chemical, {1 


Ord. 
International Tea, 5s..... 


~ 
ae 
~J 


Ord, Iron Coal and Stl. | 
| Trinidad Leaseholds, £1 | Brit. Emp. A; Comm.; Univ.; | 1,311,562] 100,000; 7-62 





a 
— 


Ord. 
Tube Investments, {1 


Oil Certs. | 
3rd _ Brit.; Comm.; Inv, Gen.; | 2,280,327 132,500} 5:81 
Ord. 


| Iron, Coal and Stl. 
} Van Ryn Deep, #1. 


Univ. Gold Prod. 3; Inv. Gold;t 1,196,892] 118,000] 9-89 
Ist Prov. B. 
Nat. C; Ist Prov. A; Amal.; Iron, | 6,863,807] 387,500} 5-64 


Coal and Stl. 


| 

1 nd Pref Prov. A | 

| Stanton Ironworks, /1 = Brit.; Brit. Gen.; Univ.; | 1,552,794] 130,000; 8:37 
i 

| 

| Vickers, 5% Cum. Pref. | 























Amalg.; Brit. Ind. 1; Universal. Wall Paper, {1 Def....... 2nd Brit.; Nat. A; Brit. Emp. A; | 2,006,891] 146,000} 7-27 
Woolworth, Ss. Ord. ..... 2nd, 4th Brit; Nat. A; Brit. |15,000,000) 137,000) 0-91 Brit. Ind, 1 

Emp. B; Inv. Gen.; Univ.; | West Rand Consol., 10s. | Gold Prod. 1,3; Rand; 3; Inv. ( roid. 4,250,000] 147,000) 3-46 

Ist Prov. B ~ or -——— 

— ——-—-—|——_ __- —--—_-— = - = | —-— |! —— Hew BY THREE Trusts:| 

HELD BY Six Tausrs : _ War Loan 33°, 1952. | Gilt-] dged; Amal. ; Ist Prov. B. (1817000000 105,473) 0-01 
Bolsover Colliery, £1 Ord. | 3rd Brit.; Comm.; Brit. Ind. 2: | 2,667,515] 308,000)11-50 India 3%, 1948... Univ. ; Gilt Edged; 1 Pre ov. B 477,024,185] 250,000] 0-32 

Brit. Gen.; Univ.; Iron, Coal 1 Apex (Trinidad) Oil, 5s. Brit. Emp. B; Brit. Ind. 2 O08... 2,000,000} 180,000) 9-00 

and St. | Babo ock & Wilcox, {1 | Ist, 4th Brit. ; Iron, Coal ; and St. 4,299,656} 105,000] 2-44 
British Match, £1 Ord... | 2nd, 4th Brit.; Brit. Emp. A; | 6,187, 500! 245, 500) 3-96 Ord. 

Comm.; Brit. 2nd, 1; Univ. | Barker, John, £1 Ord..... Nat. A; Brit. Ind. 2; Univ......... 1,106,330} 50,000} 4-52 
Distillers, £1 Ord, Stk.... | Nat. B; Brit. Emp. B; Inv. Gen. ; |10,690,962} 120,000) 1-12 Boots Pure Drug, 5s. Ord. | Ist Brit.; Brit. Emp. B; Inv. | 6,400,000} 90,000) 1-41 

Brit. Ind. 2; Univ.; Brew. and Ge n. 

Dist. Brit. Col. Power ‘'A’’.. | Ui ; Ist Prov. Ps Inv. Gas & FL} 1,000,000] 47,500) 4-75 
SED cchintineeueteanenseie Brit. Ind. 2; Rand; Gold Prod. | 1,460,857 59,500} 3-32 Carreras, £1 ** A’ Ord. U , Brit. Lax i. 2’ pe , Ist Prov. | 1,011,563] 80,000) 7-91 

1, 2, 3; Inv. Gold. B. 


Jo’burg Cons. {1 shares Nat. A, B; Brit. Emp. A; Amal. ;| 3,950,000) 202, 500] 5-13 Courtaulds, Ltd., 5% ac: Ist Prov. A; Textiles... | 8,000,000} 180,000) 1-88 


Brit. Ind. 2; Univ. Cum. Pref. 
London Brick, £1 Ord.... | 3rd Brit.; Nat. B, D; Inv. Gen.; | 1,600,000 en 7°50 Dunlop Rubber Co.,Ltd. | Nat. C; Amal.; Ist Prov. A...... | 3,000,000} 225,000) 7-50 


Brit. Ind. 1; Univ. 10% **C*’ Cum. Pref., 

















Robinson Deep, Ltd., | Inv. Gen.; Rand; Gold Pro- | 1,829,750} 182,000) 9-93 | 16s, 
ot ee 5 5 ducers 1, 2, 3; Inv. Gold. Fast Rand Prop., 10s.... | Gold Prod. 1, 3; Rand............ 3,000,000} 55,000) 1-8 
* _ ” Transport, {1 | Ist, 4th Brit.; Nat. A; Brit. Ind. [24,121,361] 152,000) 0-63 Fairey Aviation, 10s. Ord.| 3rd Brit.; Nat. B; Brit. Emp. B | 1,000,000} 125,000)12-50 
1; Univ.; Oil Certs. Furness Withey, £1 Ord. | Ist og Nat. B; — Emp. A. | 6,000,000} 195,000} 3°25 
Staveley Coal and Iron, } Ist Brit.; Nat. A, D; Amalg.; | 3,385,356] 260,000] 7-68 Harrods, £1 Stock... Ist Brit. ; Comia.; Ist Prov. B.. 2,215,194} = 70,000) 3-19 
£10 Univ.; Iron, Coal and St. ' | Imp. Chemical Ind., 7% | Nat. C: Amal.; Ist Prov. A... [22,698,161] 200,000} 0-88 
Wiggins “Teape (1918), fl 4 Brit.; Nat. A, D; Brit. Ind. | 1,584,517] 274,000}17-29 Cum. Pref. 
Ord, ; Univ. Ind, Coope & Allsopp, £1 | Brit. Emp. B; Brit. Ind. 2; | 1,475,698] 68,500) 4-64 
———-——- —}—~ | | Ord. Brew. and Distillery. 
Hevp By Fives Trusts : | Lucas (Joseph), £1 Ord. | 3rd Brit.; Brit. Emp. B; Brit. | 1,960,600} 62,000} 3-16 
Associated News., 5s. Def.|2nd, 4th Brit.; Comm.; Univ.; |11,061,350}] 410,000] 3-72 Ind. 2. 
Ist Prov. B. | Lyons (J.), £1‘ A’ Ord. | Ist Brit.; Inv. Gen. ; Brit. Ind. 1. | 1,253,773] 31,000} 2-47 
Brit. Amer. Tobacco, | Ist, 4th Brit.; Nat B; Brit. |23,676,761| 80,000) 0-34 Nairn (Michael), Green- | 4th Brit.; Nat. B, D............... 2,198,291} 65,000] 2:96 
Ord. Stk. Emp. B; Univ. wich, ? 
Burma Corp., Rs. 10...... = Brit.; Nat. B, D; Inv. Gen.; |13,541,689] 625,000] 4-61 Pearl Assur., £1 Ord. | 3rd Brit.; Trust of Ins. ; Ist Prov. | 1,200,000} 32,500} 2-54 
niv. (new). B. 
Callenders Cable Const., | Ist Brit.; Brit. Emp. B; Brit. | 1,123,916] 124,000]11-32 Radiation, £1 Ord......... 2nd Brit.; Nat. B; Univ.... 2,262,559} 77,500} 3-49 
£1 Ord. Ind. Ist; Univ.; Inv. Gas and Scottish Power, £1 Ord. | Nat. A; Inv. Gen.; Univ. 3,200,000} 95,000) 2°97 
El. South Met. Gas............ 4th Brit.; Univ.; Inv. Gas & El. | 6,709,895] 185,000) 2°75 
Commercial UnioaAssur., | Ist Brit.; Amalg.; Brit. Ind. 1; | 3,540,000] 100,250) 3-00 Southern Rly. Co., 5% | Comm.; Gilt Edged; Home Rail [40,697,393] 362,500} 0°89 
£1 Stk. Univ.; Trust of Ins. Pref. 2 
Consolidated Main Reef | Rand; Gold Prod. 1, 2, 3; Inv. | 1,247,602} 95,000] 7-63 Do. Pref. Ord.......... Inv. Gen.; Univ.; Home Rail... 27,586,601] 235,000} 0-8 
Gold. Unilever, 7% Cum. Pref. | Nat. C; Ist Prov. A; Stores and 2,720,000} 200,000) 7°35 
Co. of a Londen Ekectric, | Ist, 4th Brit.; Nat. A; Brit. | 5,707,109] 120,500) 2-11 Prod.” 
£1 Ord Ind. 1; Inv. Gas and El. Te: TN a icieicene 3rd Brit.; Nat. B; Amal........... |11,318,750| 200,000 1°76 
English Sewing Cotton, | 2nd, 4th Brit.; Brit. Emp. B; | 2,000,000] 187,500] 9-38 Watney, Combe Reid. {1 | Ist Brit.; Nat. B; Brew. and Dis- | 3,185,410] 100,000) 3°14 
£1 Ord. Brit. Ind. 2; Brit. Gen. ; Textiles Dfd. tillery. 








---- ?RrTFT_—_—————————————— 


Nore.—The “ Total number of shares outstanding " relate to December 31, 1934. 


The table suggests that a considerable amount of ‘‘ dupli- ence shares only. Ten trusts hold J. and P. Coats, while 
cation *’ has, in fact, taken place. One stock—Imperial Springs Mines, Government Areas, and Imperial Continet- 
Tobacco ordinary—is held by as many as eleven trusts. In tal Gas are held by nine trusts. As many as 6 shares ale 
other words, some two-thirds of the ‘‘ general ’’ trustscom- ‘‘ duplicated ’’ by eight trusts, namely Courtaulds, Guil- 
prised in this analysis hold this particular stock as part of ness, Spillers, United Dairies, Burmah Oil, and Sub Nig¢! 
their unit—exclusive, of course, of ‘‘ specialised ’’ trusts (all ordinary). Another 7 shares are held by seven trusts, 
with a portfolio in which a tobacco share would be in- namely Great Western Railway, Imperial Chemical Indus- 
appropriate, and two ‘‘ general ’’ trusts which hold prefer- _ tries, Woolworth, Associated Portland Cement, Inter 
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Supplement, 


National Fixed 
Trust Certificates 


UNIT ‘D’ 


SECURITY OF CAPITAL 
STABILITY OF INCOME 


These Certificates give stability of income by spreading an investment 
over twenty-two industrial and commercial companies of the highest 
standing. At the price of 20/od. per sub-Unit, and on the basis of 
Dividends received during the 12 months ended 31st January, 1935, the 
yield on Unit ‘D’ Certificates was £8 per cent. Tax free made up as 
follows :— 


Dividends - 
Sale of recurring Bonus - : - - 3 net 
Sale of other Bonuses and Rights — - - - . 8 net 


. 8 or £8 Tax free 


A point of special interest to Investors is the very satisfactory average 
yield of the Securities constituting Unit ‘ D ’ reviewed over a period which 
included the worst years of the recent slump. For the years 1928-1934 
inclusive this average yield was {6.12.3 per cent. made up as follows :— 
Average yield from Dividends - - - - . - -£4. 8. 5 (gross) 
Average yield from sale of recurring Bonus - . - - - 6.10 (net) 

Average yield from sale of non-recurring Bonuses and Rights - 1.17. 0 (net) 

Average Yield £6.12. 3 


which is equivalent to £5. 12.4 per cent. Free of Income Tax. 


LIST OF SECURITIES 


Arthur Guinness Son & Co. Ltd. London & Thames Haven Oil Wharves Ltd. 
Associated Portland Cement Manufacturers Ltd. London Brick Company & Forders Ltd. 


Burma Corporation Ltd. London County Freehold & Leasehold Propert 
Burmah Oi] Co. Ltd. I.td. 

Great Western Railway Co. Manbré & Garton Ltd. 

Imperial Chemical Industries. see e ESD, , 
Michael Nairn & Greenwich Ltd 
Reckitt & Sons Ltd. 

Spillers Ltd. 

Staveley Coal & Iron Co. Ltd. 


United Dairies Ltd. 


Imperial Continental Gas Association, 

Imperial Tobacco Co, (Gt. Britain & Ireland) Ltd, 
International Tea Company’s Stores Ltd. 
Johannesburg Consolidated Investment Co. Ltd. 


Lever Bros. Ltd. Wiggins Teape & Co. (1919) Ltd. 


Sums of approximately £20 upwards can be invested. 


Trustee for the Certificate Holders 


MIDLAND BANK EXECUTOR AND TRUSTEE CO., LTD. 


Full information can be obtained from any Branch of the 
Midland Bank, any Stockbroker or direct from the 


NATIONAL FIXED INVESTMENT TRUST LTD., 125 PALL MALL, S.W.I 
Telephone : Whitehall 4884 Telegrams: Natfit, Piccy, London 
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national Tea, Brakpan, and Crown Mines (all ordinary). 
Some 10 shares are held by six trusts, as many as 16 by 
five trusts, some 21 by four trusts, while 28 shares are held 
by three trusts. This gives a total of 93 securities which 
are in the portfolios of three or more trusts. 





How far would this ‘‘ duplication ’’’ be calculated, in 
certain circumstances, to have an appreciable influence on 
the market for particular securities? Broadly, the answer 
depends on three factors. In the first place, are the 
‘““ duplicated ’’ securities likely to have, in normal times, 
a broad or a narrow market? On the whole, the trusts 
have avoided ‘‘ duplicating ’’ the shares of companies with 
a small capital. Among the 93 stocks given in the table 
above, in only one case—Nourse Mines—are fewer than 
1,000,000 shares or units outstanding. In the case of as 
many as 16 other securities, however, the total number of 
shares or units in issue is under 1,500,000. The list com- 
prises the following: Fairey Aviation, Ind Coope, John 
Barker, J. Lyons, Callenders Cable, Manbré and Garton, 
Brakpan, Geduld, Prudential ‘‘ A,’’ Trinidad Leaseholds, 
London and Thames Haven Oil Wharves, British Columbia 
Power, Carreras ‘‘ A,’’ Pearl Assurance, Van Ryn Deep, 
and Consolidated Main Reef. In the case of 22 other securi- 
ties, the total issue is between 14 and 2} millions. In 18 
cases it ranges between 2} and 5 millions, in 15 between 5 
and 10 millions, and in 21 instances it is over 10 millions. It 
may be concluded, therefore, that, in the majority of in- 
stances, the market in the duplicated securities is reasonably 
** free.” 


In the second place, what proportion of the total issue of 
these duplicated securities would be held by the fixed trust 
movement as a whole, if every trust sold its full number of 
units? The table shows that in 56 instances out of 93 the 
aggregate fixed trust holding would amount to less than 
5 per cent. of the total issue. In 30 cases the fixed trust 
proportion would range between 5 and Io per cent. of the 
whole. In 7 cases, however, the proportion would be over 
10 per cent., namely Nourse Mines (18.43 per cent.), 
Wiggins Teape (17.29 per cent.), Manbré and Garton (13.51 
per cent.), Spillers (12.53 per cent.), Fairey Aviation (12.50 
per cent.), Bolsover Colliery (11.50 per cent.), and 
Callender’s Cable (11.32 per cent.). 


In the third place, how far are the total holdings of 
“* duplicated ’’ securities sufficiently large in themselves to 
introduce the risk of appreciable disturbance to the market, 
e.g. in the event of any contingency likely to involve sell- 
ing of fixed trust holdings? In five cases the maximum 
holdings of all the fixed trusts would total less than 50,000 
shares or units. In 26 cases, in all, the maximum total hold- 
ings would be under 100,000, while 48 other instances 
would fall within the 100,000-250,000 range. In as many 
as 17 cases, however, the total holdings would range be- 
tween 250,000 and 500,000 shares or units. The aggregate 
would amount to over 500,000 in two cases, namely Great 
Western Ordinary ({1,550,000) and Burma Corporation 
(625,000 shares of 10 rupees each). 


These figures suggest that the fixed trust managers’ 
search for securities which are demonstrably sound, 
popular or desirable in other ways as portfolio holdings, 
has produced a tendency towards “‘ duplication ’’ whose 
potential effects cannot in all cases be dismissed as 
negligible. If all the trusts sold up to their “‘ full ’’ units, 
a by no means inconsiderable proportion of the total 
market supply of some of the stocks in question would be 
taken ‘‘ out of circulation ’’’ for anything up to twenty 
years, but would be liable to come on the market 
again, for sale within a limited period, if future contingen- 
cies proved unfavourable. The applicability of these con- 
ditions to 10 per cent. or more of the total issue of certain 
securities might certainly be a matter for serious considera- 
tion by the market, for, in normal conditions, the effective 
floating supply of a company’s shares is very much less 
than the total in issue. Not infrequently a fair percentage 
of a company’s capital is held ‘‘ firm ’’ by holders for 
trade, tactical, family, financial or other reasons. In addi- 
tion to these holders there are normally many more who 
are neither short-term operators nor holders to all eternity, 
but are individually in much the same position as the fixed 
trusts, i.e. they may be presumed to leave their investment 
untouched so long as dividend and capital prospects are 
satisfactory, but to be prepared to sell on any strikingly un- 
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favourable development. Thus, the passing of a company’s 
dividend might find the trusts pressing their shares {or 
sale at a moment when many private or institutional holders 
were doing the same. The trusts’ selling powers, it is true, 
are normally permissive and not compulsory, and the effect 
of an unfavourable development in the position of any one 
‘ duplicated ’’ share might be mitigated if some trusts, 
foreseeing its imminence, sold in advance, while others, 
being confident of recovery and rehabilitation, decided not 
to sell. In another section of this Supplement, however 
(see page 10), we give reasons for suggesting that ‘‘ pre. 
cautionary ’’ and ‘‘ advance ’’ sales by the fixed trusts are 
improbable on a large scale. Indefinite retention of shares 
paying no dividend may be equally unlikely, since no trust 
will be anxious to allow the yield on its units to fall below 
those of other fixed trusts. 

Fortunately, it may be unnecessary at this stage to draw 
extreme inferences from the figures given in this section. 
The emphasis placed on marketability in the initial choice 
of fixed trust holdings has itself ensured, in the majority 
of cases, that most-favoured stocks have a wide and free 
market. In any case, the question may be for the future 
rather than the present. At the moment certain of the 
trusts have still some way to go before reaching their effec- 
tive maximum number of units. If, however, in process 
of time, increasing sales were effected, on a large scale, by 
existing trusts whose issued units are still under their 
maximum, or new fixed trusts were formed in large nun- 
bers, to invest in securities already ‘‘ duplicated ’’ by exist- 
ing trusts, the potential consequences from the market's 
viewpoint might deserve serious consideration. 

(b) ‘‘ SPREAD” OF INVESTMENTS 

In what industries and classes of securities have the fixed 
trusts sought avenues of investment? The preceding table, 
showing the most popular individual stocks, affords an 
incomplete guide to the movement’s investment philosophy, 
for it may be strongly surmised that the appeal of the 
majority of these stocks has been due to factors connected 
with dividends, marketability, and other conditions some- 
what special to each company. To obtain a more compre- 
hensive picture of the “‘ spread ’’ of fixed trust holdings 
over different industries we have proceeded to analyse 
the complete units of each fixed trust, according to market 
values on December 31, 1934. Our analysis is designed 
to show how the total (ex loading charge) is divided, as 
between gilt-edged, debenture, and preference stocks, on 
the one hand, and ordinary shares (distinguished under 
fifteen industrial group headings) on the other. We have 
further sub-divided ‘‘ gold ’’ shares, into South African 
producing mines, non-producing mines, gold-mining finance 
companies, and gold mines in other areas (West Africa). 
None of the fixed trusts, in fact, holds any interest in mines 
whose life, estimated by Sturzenegger, is below ten years. 
The results, which exclude the Investors’ Gold Share Trust, 
are given in the tables on pages 20 and 22. 

It will be seen that the market value of the securities in 
the “‘ general ’’ trusts’ units varies from £3,807 in the case 
of the British General to {11,868 in that of the Universal 
Fixed Trust. The great majority of units, however, range 
in value approximately between {4,000 and £5,500, the 
average for the nineteen ‘‘ general ’’ fixed trusts shown 
in the table being £5,117. The size of the ‘‘ specialised " 
fixed trust units, however, is much smaller. Apart from 
the Trust of Insurance Shares, whose original unit would 
have been valued, on December 31st last, at £19,952, the 
highest figure is the £4,585 of the Gilt-edged Fixed Trust, 
and in no other case is the value as high as £3,000. The 
average for thirteen ‘‘ specialised ’’ fixed trusts is £3,797) 
but the exclusion of the Trust of Insurance Shares reduces 
the average to {2,451. The Foreign Government Bond 
Trust has been excluded from these calculations owing to 
lack of information regarding the securities in which, in 
fact, its resources have been invested. In the case of the 
Trust of Insurance Shares, the calculations relate to the 
original investments of the trust. 

Among the “‘ general ’’ trusts, investment in gilt-edged 
stocks and in debentures is practically non-existent. The 
only exceptions to this rule are the Amalgamated, which 
has about 16 per cent. of its unit in gilt-edged stocks 
and about 2 per cent. in debentures, the Universal, 
with little more than 5 per cent. in gilt-edged stocks, and 
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VALUE AND DISTRIBUTION 


OF SECURITIES IN 


ONE COMPLETE UNIT 


(at Buying Prices in Stock Exchange Lists, Dec. 31, 1934) 


(a) ‘‘ GENERAL ”’ Fixep Trusts 
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(6) ““SpeciaALisEeD”’ FixEp TRUSTS 
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Norgs.—In the above tables, all values are given to nearest pound. All securities 


other than those specified as “‘ gilt-edged,”” ‘* debenture " or ‘* preference’ are ordinary 
om. The term ‘‘ preference "’ includes preferred stocks. No lading charges are 
included. 





First Provincial ‘‘ B ’’ which has some 4} per cent. in this 
category. As many as fourteen of the ‘‘ general ’’ fixed 
trusts shown in the table, however, have placed part of their 
resources in preference stocks and shares, including the 
National ‘‘ C ’’ and the First Provincial ‘‘ A,’’ which are 
entirely *’ preference stock ’’ trusts. Of the ‘‘ specialised ’’ 
trusts (apart from the Foreign Government Bond Trust, the 
Gilt-Edged Trust, and the Trust of Insurance Shares), none 
has any gilt-edged stocks in its ‘‘ portfolio,’’ while two 
have debentures and seven have preference shares. 

It may be concluded, therefore, that the fixed trust 
movement has been predominantly concerned with the 
direction of such resources as have come under its zgis 
into investment in equity shares. Within this limit, how 
far has diversification been carried? Among 





the 


‘‘ general ’’ trusts, the ‘‘ spread ’’’ would appear to be 
fairly wide. Taken altogether, the units of these nineteen 
trusts afford a satisfactorily representative cross-section of 
the British industrial share market, with emphasis on 
industries carried on at home, rather than overseas, and 
on manufacturing rather than the production of primary 
commodities. Of the seventeen ‘‘ general’’ trusts which held 
ordinary shares, as many as twelve have their portfolios 
spread over ten or more of the fifteen main groups in the 
table (counting gold shares as one group), while sixteen 
have their interest spread over seven or more groups. The 
‘‘ specialised ’’ trusts, as the term implies, have sought 
diversification within the limits of a single industry, or a 
group of industries, including insurance, utilities like gas 
and electricity, gold mines, and a variety of other groups 
including rails, steel, brewing, textiles, etc., all the latter 
industrial ‘‘ group units ’’ being under a single manage- 
ment. Among the “ general ’’ trusts, which industrial 
groups have been most popular? The answer is suggested 
by the table at the head of page 22, in which the figures 
given in the preceding ‘‘ general ’’ trust table are expressed 
on a percentage basis and by the percentages shown in the 
adjoining ‘‘ specialised ’’ trust table. 

Among the “ general ’’ trusts, omitting the two “ pre- 
ference stock ’’ trusts (the National ‘‘ C ’’ and the First 
Provincial ‘‘ A ’’), it will be seen that no unit has as much 
as 50 per cent. of its total investment in any one group. 
The nearest approach to concentration of this character 
occurs in the Food, Drink and Tobacco group, in which the 
National ‘‘ B’’ has 48.2 per cent. invested, and several 
other trusts—including the First British, National ‘‘ D,” 
British Empire ‘‘A’’ and “‘ B,’’ Commercial, and Investors 
General—have more than 20 per cent. The only other 
instances of investment of more than one-fifth of the whole 
in any one group occur in the case of National ‘‘ A,’’ which 
has 21.4 per cent. in Retail Trade and Catering and 20.4 
per cent. in utilities, the British Empire ‘‘ B,’’ which has 
26.0 per cent. altogether, in Gold Mines, and the British 
General, which has 20.8 per cent. in the Textile group. 
The Commercial has 27.7 per cent., and the Amalgamated 
33-7 per cent., in preference shares, but these shares are, 10 
fact, spread over a number of industries. 

The table does not bear out the criticism, voiced in some 
quarters, that a considerable number of ‘‘ general ’’ trusts 
have invested a somewhat disproportionate part of theif 
total resources in the gold-mining industry. Actually, 
only eight of the nineteen trusts shown in the table have 
investments in individual South African mines. No 
existing trust has gone into mines with less than ten 
years’ life. Only five trusts have more than 10 per cent. 

of their total interests in the medium and long-life mines, 
the British Empire ‘‘ B ’’ having 20.7 per cent., the British 
General having 18.7 per cent., the Amalgamated 14.7 pe 
cent., the First Provincial ‘‘ B ’’ 14.6 per cent., and the 
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cteen This yield, at a price of 21s. 3d. per sub-unit, is based on actual 
dividends and normal bonuses declared by the underlying companies 
or a in the past financial vear. It does not include special capital 
bonuses which may not recur. During the six months ended 
atter 1st December, 1934, the proceeds of such special bonuses amounted 
stral to an additional— 


ested {2. 2s. od. per cent. 





n the These are ihe Companies: 
Boots Pure Drug Co., Ltd. London Brick Company & Forders Ltd. 
re- Burma Corporation Ltd. London County Freehold & Leasehold Pre 
irst Burmah Oil Co., Ltd. perties Ltd. 
nuch J. & P. Coats Ltd. L. M. & S. Railway Co. 
‘oup. Courtaulds Ltd. J. Lyons & Co., Ltd. 
acter Distillers Co., Ltd. Marks & Spencer Ltd. 
h the Gas Light & Coke Co. Robinson Deep Ltd. 
veral Government Gold Mining Areas Ltd. Southern Railway Co. 
D,” Arthur Guinness, Son & Co., Ltd. Spillers Ltd. 

: Imperial Chemical Industries Ltd. Springs Mines Ltd. 
Imperial Continental Gas Association. Tube Investments Ltd. 
Imperial Tobacco Co., Ltd. United Dairies Ltd. 


- F. W. Woolworth & Co., Ltd. 
vhich oolwo Oo 


20.4 The Trustees : 
ritish Royal Exchange Assurance 


rated The Bankers : 
re, in Barclays Bank Limited 


_ Sub-units can be bought or sold through any bank or stockbroker. 


trusts Full particulars may be obtained by writing for Booklet 15 to 
their 
ally The Managers : 


have Investors Specialised Fixed Trusts, Ltd. 
No “ 
. ten 15, Moorgate, London, E.C.2. 
nt Telephones ! Telegrams : 
oe ** Metropolitan 3622.”  Infitrus, Stock, Londom.” 
11 , 
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DISTRIBUTION OF SECURITIES IN ONE COMPLETE UNIT 
(on Percentage Basis) 
(a) ‘‘GENERAL ’”’ FIXED TRUSTS 


April 6, 1935 ; 


| 


Grouping of 
Underlying Securities 


National 
“B” 
National 
iy S ” 


Gilt Edged 

Debentures 

Preference and Preferred 

Finance and Property ......... 

Textiles ; 

Utilities .. enaske 

Railways, Shipping and Air- 
ways... 

Road Transport Saisie 

Coal, Steel and Engineering 

Motors, Cycles and Aircraft 

Electrical Trades 

Food, Drink and Tobacco . 

Building, Furnishing and 
Decoration = 

Retail Trade and Catering 

Oil, Rubber and Tea . 

Non-Ferrous Metals .. ; 

Gold Mines (Medium- and 
Long-Life) 

Gold Mining Finance Corpora- 
eo i _— 3:4 4°3 oes i 

West African Gold Mines . 

Miscellaneous 


a Doe oe 


_ 
- hos: 


_ 


: anh 


10-4] 5: 


17-9 | 16-7 | 17-8 


100 =|100 \100 {100 100 100 =|\100 =|100 


Investors General 12.3 per cent. Nine trusts hold Gold- 
mining Finance shares, but in no case do these represent as 
much as 10 per cent. of the market value of a unit. Only 
one trust has any gold-mining investments outside South 
Africa. Some seven trusts have interests in the gold-mining 
industry as a whole comprising more than 10 per cent. of 
their portfolio, namely British Empire ‘‘ B’’ (26.0 per 
cent.), British General (18.7 per cent.), Amalgamated (18.3 
per cent.), British Industries Second (16.9 per cent.), First 
Provincial ‘‘B’’ (14.6 per cent.), Universal (13.0 per 
cent.), and Investors General (12.3 per cent.). The per- 
centage of income derived last year from these and other 
holdings will be shown subsequently (see pages 24 and 26). 

An investor who, on December 31st last, had purchased 
a complete unit of each of the “‘ general ’’ fixed trusts 
shown in our table would have become a beneficiary in 
underlying securities with a total ‘‘ buying ’’ market value 
(exclusive of loading charges, etc.) of £97,228. Of this 
total, 1.7 per cent. would have been made up of gilt-edged 
stocks, less than one-tenth of 1 per cent. of debentures, and 
just over 18} per cent. of preference shares. His equity 
shareholdings would thus have represented nearly four- 
fifths of the total market value of all his securities. Among 
his ordinary share holdings, much his largest stake would 
have been in the Food, Drink and Tobacco Trades, which 
would have represented 16.7 per cent. of his entire port- 
folio. Retail Trade and Catering would have come next 
with 8.0 per cent., while other important ‘‘ placings ”’ 
would have been the Utility Industries with 7.7 per cent., 
Gold-mining with 8.1 per cent., the Miscellaneous group 
with 7.7 per cent., the Building Trades with 5.4 per cent., 
and Finance and Property with 5.4 per cent. No other 
group would have been represented to the extent of 5 per 
cent. of the whole. An investment in a unit in each of 
the “‘ specialised ’’ fixed trusts (apart from the Foreign 
Bond Trust) would have given a hypothetical investor a 
holding of underlying securities at ‘‘ buying ’’ market 
prices on December 31st last, of £49,363. Some 21.8 per 
cent. of the whole would have been in Fixed-Interest 
securities (gilt-edged, debentures and preference stocks), 
and the remaining 78.2 per cent. in equities. The per- 
centage figures for industrial groups are important only 
as indicating the directions in which ‘‘ specialisation ’’ has 
been applied to the fixed trust movement. 

The position of an investor of catholic tastes, who had 
purchased a unit of all the fixed trusts, ‘‘ general ’’ and 
‘* specialised ’’ (excluding the Foreign Bond Trust), on 
December 31, 1934, is indicated in the adjoining table. 

The broad conclusions suggested by this analysis may 
be briefly summarised. Though it is incorrect to regard 
the British fixed trust movement as being interested solely 
in equity shares, its interest in gilt-edged stocks and deben- 
tures is almost negligible, except in the case of two 
‘“‘ general’’ and of three ‘‘ specialised ’’ trusts. The 
movement’s interest in preference stocks is appreciable, 


National 
ii} D ” 


“B” 


First 
Provincial “ B” 


£ 
° 
- 
yn 
£ 
° 
cS 
_ 


0 
3-1 
54 
8 


British 
Empire “A” 
British 
Commercial 
General 
Amalgamated 
Series I. 
British 
Industries 
(First) 


Empire 
Universal 
Total 


Provincial “A” 


on 


100-0 
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: 5:3 ; “ on 
7°8 ove 7-0 2:9 


16-3] .. | S58] O92]... 2 
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| 


PERCENTAGE DISTRIBUTION OF AN INVESTMENT IN ONE UNIT oF 

TuHirty-Two Fixep TruSTS (COMPRISING 19 ‘‘GENERAL”’ AND 13 
‘‘ SPECIALISED ”’ TRUSTS) 

(At market buying prices of December 31, 

** loading ’”’ and other charges.) 


1934, excluding 


Rails, 
Tex- | Utili- | Ship 
Pro- tiles ties i 
perty 


Gilt- | Deben-) Prefer- 


Nature of 
5 Edged | ture ence* 


Securities Interest 


Percentage of total | 


investment 4-1 | 1-4 15-3 20-8 | 16-0 | 3-5 | 7-0 | 1-6 


* Including preferred stocks. 


Food, Retail 
= Drink, | Build- and 
— . To- ingt | Cater- — 
craft bacco ing 


Road 
Trans- 


Coal, | Motors, El 
Steel, | Cycles, 
Engi- Air- 

port neering 


Nature of 
Securities 


Percentage of total 


investment 0-3 | 4°3 1-0 1-9 | 12-8 | 3-6 5°5 46 


t+ Including building materials, furnishing and decorating. 
aa allan 
| Gold 

Non- |_ S.A. 
Ferrous| Mines Non- 
Metals| Long Pro- 
and Me- | ducers 

dium 


a 

Fi- Miscel- | Ordin- 
nance West | laneous) ary 
Com- Africa Shares 
panies 


Nature of 
Securities 


Percentage of total 


| 0-7 | 9-1 0-2 1-5 | 0-2 5:4 | m9 


Note.—Original investments of Trust of Insurance Shares taken as one unit. 


but the purchase of a complete unit in every trust 
(including a couple of trusts devoted entirely to prefer- 
ence and preferred shareholdings) would, on Decem- 
ber 31st, have been represented by a body of underlying 
securities, to whose total value preference stocks would 
have contributed little over one-seventh. The total repre- 
sented by fixed-interest stocks as a whole would have been 
just over one-fifth. With this position we may contrast 
that of the 113 ‘‘ managed ’’ investment trusts whose 1n- 
vestments were analysed in our ‘‘ Investment Trust 
Supplement ’’ of December 1, 1934 (page 12). Of these, 
some 46, whose figures were calculated at market values, 
had 66 per cent. of their total investments in debenture and 
preference stocks, while 67 companies whose figures weré 
calculated on book values had 61} per cent. in debenture 
and preference securities. 

The fixed trust movement, clearly, has largely eschewed 
the ‘‘ gearing factor,’’ based on a spread over “‘ fixed 
interest ’’ and “‘ variable dividend ’’ securities. Its com 
centration on the equity share market was doubtless detet- 
mined largely by the fact that the period of its inception 
and development in Great Britain was mainly one of low 
interest rates (i.e. of relatively meagre return on fixed- 
interest securities), and of a rising ordinary share market, 
against a background of domestic industrial recovery: 
Contemporary economic conditions are also, probably, 
largely responsible tor the preoccupation of the fixed 
trusts with home as distinct from foreign investment, 1 
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SHARES OF 
SOUTH AFRICAN GOLD PRODUCING 
& DIVIDEND PAYING COMPANIES 


@ INVESTMENT TRUSTS and INSURANCE COMPANIES have included these shares in their 
portfolios for several years to leaven up the yield on their other investments and as a safeguard 
against CURRENCY FLUCTUATIONS. 


@ INVESTORS now appreciate that no other investment offers to the same degree such HIGH YIELD, 
SECURITY OF CAPITAL and opportunity for CAPITAL APPRECIATION. 





@ To enable the average investor to obtain a wide-spread interest in the best of these Companies 
“ DEPOSIT RECEIPTS” and “ RAND CERTIFICATES” have been created and during 
the last two years a very large number of investors have taken advantage of this form of investment 
with highly satisfactory results. 


“DEPOSIT RECEIPTS ” 


Price per | 4Pprox- Yield Minimum 
Sub-Unit per annum Investment Underlying Security 
, on 1934 Divs. (approx.) | 


| 
21/3 £7 6 0 £11 0 OQ | Shares of the 10 best dividend- 
' paying companies. (Specially 
recommended for the ultra 
cautious investor) 
16/- £7 14 0 £8 0 0 Shares of the 20 best dividend- 
’ paying companies. (Specially 
recommended for the investor 
who requircs a wide spread) 


“RAND CERTIFICATES ” 


Approx. Yield | Minimum 
per annum Investment Underlying Security 
on 1934 Divs. | (approx.) 


Price per 
Sub-Unit 


24/9 £6 3 0 £12 O OQ | Shares of the 16 dividend-paying 


Companies and 4 at present 
non-dividend paying Companies. 
(Specially created for the investor 
who requires an interest in the 
best potential Gold - producing 
Companies) 


@ IMPORTANT: The future of GOLD SHARES depends upon the future sterling price of GOLD. 
A comprehensive pamphlet has recently been published dealing with THE PAST, PRESENT 
and FUTURE PRICE OF GOLD and a copy will be sent post free on receipt of a postcard. 


@® TRUSTEES: MIDLAND BANK EXECUTOR and TRUSTEE CO., LTD., who hold all 
securities against which they issue ““ DEPOSIT RECEIPTS,” receive and make half-yearly 
DISTRIBUTIONS of all DIVIDENDS and BONUSES. 

Booklets obtainable from Stockbrokers and Bank Managers or 
Managers : 
GOLD PRODUCERS FIXED TRUST LIMITED 
RAND FIXED TRUST LIMITED 


24 Throgmorton Street, London, E.C.2 


Telegrams : Orporabi, Stock, London Telephones : London Wall 
Randcerts, Stock, London 7796 & 4959 
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contradistinction to the policy of the ‘‘ managed ’’ invest- 
ment trust companies, which, as we showed in our Supple- 
ment of December 1, 1934, have more than half their total 
holdings outside the Umted Kingdom. 

The fixed trusts, in short, have their main holdings 
largely in a single country—Great Britain—and a single 
type of security—the ordinary share. Within these limits 
they appear, on the whole, successfully to have re- 
sisted the temptation to concentrate unduly on any single 
group of industries. The high dividends, etc., paid by 
certain companies appear to have been a magnet 
for many fixed trusts, while the depressed condition of 
most industries producing raw materials and non-ferrous 
metals, and of the transport industries in general, has 
resulted, possibly, in their under-representation. The 
tendency appears to have been to seek out industries and 
companies which were demonstrably prosperous at the 
time each individual fixed trust was formed, rather than 
those which were temporarily depressed but might have 
future ‘‘ recovery ’’ possibilities. To all generalisations of 
this character there are, of course, individual exceptions, 
but the historian of the future will, on the whole, find 
in our tables of fixed trust investment distribution a 
species of photograph, reproducing with remarkable fidelity 
the market tendencies, opinions, and aspirations of the 
years 1932-34. 


THE ECONOMIST 










April 6, 1935 


(c) INCOME FROM INVESTMENTS 


So much for the distribution of fixed trust investment, 
by capital value. In the tables below we set out particulary 
of distribution by income. 


The tables are based on our own independent calculatigg 
of the gross amounts received in cash dividends (befor 
tax), on each individual security in every fixed trust por. 
folio during the calendar year 1934. They are not neces. 
sarily comparable with the figures published by individual 
trusts, which may be made up to different accountip 
dates, and may allow, in some cases, for payments of a 
capital nature, such as scrip dividends, bonus shares, ete, 
There are important variations in the practice of different 
trusts in this latter respect. Some follow a “‘ cumulative” 
policy, under which all ‘‘ capital ’’ distributions are re 
tained in the trust. Others adopt a “‘ distributive ’’ dis. 
tribution policy, and include the cash proceeds of capital 
payments, “‘ rights,’’ etc., in their semi-annual “* distribu. 
tions ’’ to certificate holders. Others, ay gain, follow a policy 
mid-way between the two extremes, “cashing in ’’ on all 
more or less regular scrip dividends up to, say, 10 per cent,, 
but retaining all bonus issues of a more extensive and e. 
ceptional nature. Hence the necessity for all investors who 
may be contemplating a purchase of fixed trust certificates 

carefully to ascertain whether ra given yield figure on their 
proposed holding is ‘‘ cumulative ’’ or ‘‘ distributive,” 
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FIXED TRUST INCOME 
(Based on gross dividends, before tax, paid on Underlying Securities, during calendar year 1934) 
GENERAL TRusTsS—(a) AMOUNTS TO NEAREST {1 
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This attractive current yield can be obtained in an 
investment coupling the greatest margin of safety with 

and ex- stable income, and secures a definite interest in each 

ors who ° 

tificates of the following securities : 


yn. their 
utive,” 


FIRST PROVINCIAL UNIT “B’ 


War Stock 33%, Austin Motor 20% Preferred Ord. 
Bank of England Amalgamated Press Ordinary 
India 3% Associated Newspapers Deferred 
Pearl Assurance Ordinary Wiggins Teape Ordinary 
Imperial Tobacco Ordinary, . J. & P. Coats Ordinary 

Carreras “A” Ordinary ; Courtaulds Ordinary 

Imperial Tobacco of Canada New Modderfonteins 

Lever Bros. 20% Preferred Ord. } Government Areas 

Woolworths Ordinary Nundydroogs 

Harrods Ordinary Van Ryn Deeps 

Spillers Deferred Beechams Pills Deferred 
Scribbans Ordinary Imperial Chemical Ordinary 
imperial Continental Gas Covent Garden Props. Ordinary 
British Columbia Power “A” Gaumont British Ordinary 

Gt. Western Railway Cons. Ord. | Wall Paper 10% Ordinary 
Anglo-Portuguese Tel. Ordinary | Powell Duffryn Ordinary 


+s owe 


ese v 


Total 
19 Fixed Trusts 









ao Cuns 


The Midland Bank Executor & Trustee Co. Ltd. 
@ Hold all the Securities above for Certificate Holders; 
@ Issue Certificates to purchasers ; 
® Collect and distribute Dividends to Certificate Holders. 


\Sleie @ eS88 SkazeatseS.e- 


ae 


A spread of security which provides minimum fluctuation of capital. 
There is no ordinary commercial risk which could affect all the 
securities at the same time. 


All these facilities and this unique security are made possible by 
a purchase of 


rez.| [2 
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Percen 
Total, 1 


First Provincial Fixed Trust Certificates Unit “B” 


A booklet giving full information may be obtained on request, and 
Sub-Units may be bought or sold on application to any _ 
Bank or Stockbroker, or direct from :— 
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Telephone - DEAnsgate 3056 = “Bixtrust” Manchester | 
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(c) SPECIALISED TRUSTS 
Amounts to nearest { and percentages 





Average 
Gross 








Per cent. Income 
Name of Fixed Trust Income in Group of Total | Yield (%) 
Total on - 
lying Se- 
curtites* 
/o £ 
GRR ekg. . cccvccsoccoevensetece 51 . 
Trust of Inserance Finance and property......... 607 | 92-3 
ee TObAs EMCOME ..0ccrcrererererersereeeee 658 3°32 
I cccnorsesecescerevennsenne 80 | 88-9 
Investors’ Gas and Electrical trades .............+ 9 11-1 
ERED cnnesarecssensec Total iMCOME .2....00c0ceeeseerereenees 39 3-1 
| en 91 53:5 
Gilt-Edged.........0..22 ES eer 39 22-9 
OI <cneusepabiestensens 40 23-5 
UE GDI ccecccnccnnesesccnceecsses 170 3-7 
Gold mines (long and medium 
Rand Certificates ...... ibckepeeninnnebscneerereeser 102 | 100-0 
Gold mines (non-producing) ... ek 
EE aa 102 6-2 
Gold Producers’ Deposit | 
Receipts : | 
First series ........... Gold mines (long and medium 
END .cnoesneccvencccepeseenensetes 124 | 100-0 124 6-3 
Second series........... Gold mines (long and medium 
: ND staniigiistichieneeubuiptberesicte 124 | 100-0 124 7-1 
Third serfes ............ | Gold mines (long and medium 
RB rr cae tacecoscracacacoas ee 190 | 100-0 | 190 7-3 
Group units -— 
INDY, cia ciideeelnieeaduia 19 19-6 
Brewery and Dis-< | Ordinary................cc00seeee 75 | 80-4 
EE OE CRIED: ccccecsesecvnsecsees 94 4-1 
SNDIIND ascnsccocescassqnsesess 34 49°2 
Home Rail............ CIID cists nnieramiuientatle ‘ 35-7 
OEE Pcvccccevscscnesevessecees 15-2 
Total income 69 3-7 
Preference . 14-0 
Iron, Coal amd Steel< | Ordinary............000-cs0eeee0s 86-0 
Total income 30 3-8 
Preference ....... 
Oi) Certifagates ...... Ordinary.......... 100-0 
Total income .... 119 40 
IID ost incunsinibitighinnecunl 5 64-6 
Food, drink, tobacco ......... 20 20-4 | 
Stores and Psodacts Retail and catering ........... ll 11-2 
OE EEE a 3:7 | 
a 100 3-8 
SID cnsessvehbevienibeanies 26 33-1 
Textile, Cottom and< | Ordinary.................cees0000 52 | 66-9 
ee EEE: 78 4-3 
Total ineome, 18 
“ Specialised” Fixed | 


IED hemernnecivscocee | 1,980 4:0 








* Based on market values on December 31, 1934. 


since the latter may appear, at first sight, to be consider- 
ably higher than the former but may, on inspection, be 
found to include an appreciable element of ‘‘ returned 
capital.’’ 








The figures of ‘‘ average gross income yield ’’ given in 
italics in the tables above are completely clear of any 
‘““ bonus share ’’ element. They are based on the ‘‘ market 
value ’’ figures given in earlier tables, and thus do not allow 
for any ‘‘ loading charge.’’ It will be seen that the return 
on the majority of ‘‘ general ’’ trust portfolios is from 4.3 
to 4.7 per cent. On the whole, there is a tendency for the 
































THE two most vivid impressions of the fixed trust move- 
ment which emerge from a study of the facts of our analysis 
are that it is extremely young and has grown remarkably 
fast. Four years ago no British-born fixed trust was in 
existence. The movement, admittedly, was lucky to take 
root in Great Britain just when it did, for the most power- 
ful advocate of fixed trust finance could not possibly have 
arranged a more favourable environment than the rising 
domestic equity market, on a foundation of low general 
interest rates, of the last four and a half years. The pro- 
jected decision of the Stock Exchange to allow selected 
fixed trust certificates the entrée within its four walls may 
be held to mark the translation of the movement from the 
status of a “* sales’ proposition ’’ to that of a recognised 
medium of investment, with a future of its own. 

What, then, is the movement’s permanent contribution 
to the theory and practice of investment? One method of 
approach to this question may be to ask whence the move- 
ment has drawn its clientéle. The fact that the average 
individual holding of fixed trust certificates amounts 
from about {200 to {300 is particularly significant. 
The movement appeals primarily to the small investor, who, 
having only a few hundred pounds, can find more 

















































































£6 ae THE ECONOMIST April 6, 1935 





older trusts to earn a somewhat lower return than the newe, 
trusts, but comparisons on yield figures alone may by 
misleading. Portfolios may have been chosen with a view 
to possible future capital appreciation, as well as to imme. 
diate income prospects, and, as every investor knows, 
underlying shares with high status may give, ipso facto, 
low yields. Thus the table for the ‘‘ specialised ’’ fixe, 
trusts shows that the trusts which have concentrated oy 
high-grade securities like gilt-edged, gas and electric stocks 
and insurance shares, show the lowest yield, while trust 
which have specialised in gold-mining shares (to which ap 
‘‘ amortisation allowance ’’ is applicable) show the highest 
yields. 

Instructive comparisons may be made between the tables 
showing the percentage distribution of market values and 
income respectively. The food, drink and tobacco group, 
which accounted for some 16.7 per cent. of the total market 
valuation of the investments of the ‘‘ general ’’ trusts at 
the end of last year, contributed 15.8 per cent. of their 
total dividend revenue. The “‘ general ’’ trusts, having, 
on the average, some 8.1 per cent. of their investments in 
gold shares of all kinds, drew 12.0 per cent. of their income 
trom those shares. Generally, gold-mining investments 
tended appreciably to raise the average yield figure 
of those trusts which held them. Thus, the British Empire 
‘““ B,’’ which had 20.7 per cent. of its portfolio in gold 
mines (medium and long life), at the end of 1934, drew 28.4 
of its total dividend income last year from those inves- 
ments. In the case of Investors General, the portfolio per- 
centage of gold shares was 12.3 and the income percentage 
16.1. In the case of the Amalgamated, the corresponding 
percentages were 14.7 and 21.8 respectively, while the 
British General, which had 18.7 per cent. of its portfolio 
in gold shares, drew more than one-fourth of its income 
from that source. The First Provincial ‘‘ B ’’ had 14.6 per 
cent. of its portfolio in this group, yielding 29.6 per cent. 
of its total income. 

In the light of these figures it may be asked whether 
the suggested Stock Exchange rule that the accounts of 
‘““ recognised ’’ fixed trusts should show all ‘“‘ capital” 
items separately in semi-annual statements is quite ade- 
quate. The inclusion of a number of gold-mining shares 
in a ‘‘ general ’’ fixed trust portfolio may increase the 
apparent ‘‘ revenue ’’ yield to a greater extent than may be 
readily apparent from an examination of the constitution 
of the portfolio as regards capital values. The necessaty 
allowance for the ‘‘ amortisation factor,’’ however, may fe- 
duce the real yield quite appreciably in these cases. If 
future “‘ general ’’ trusts were to endeavour to secure a 
specious competitive advantage in selling their units by pub- 
lishing abnormally large yield figures, the inclusion of am 
inordinately large proportion of gold-mining shares, particu- 
larly those of the shorter-life mines, might offer a ready 
means of ‘‘ inflation.’’ 





GENERAL CONCLUSIONS 


baskets into which to put his few eggs, by purchasing 4 
given number of sub-units in a well-distributed fixed trust 
than by any other means at present open to him. These 
facilities are available for amounts down to, say, £10 to 
{20. If this species of co-operative investment, however, 
is to become a permanent feature of the capital market 
must be self-supporting. It is perfectly reasonable, thert- 
fore, to ask its beneficiaries to pay a ‘‘ loading charge 
which will cover inevitable expenses and leave a reasol 
able business profit for the entrepreneur whose initiative 
has brought the system into being. 

When the historian comes to audit the economic balance 
sheet of the movement, during its initial phase in Great 
Britain, he will assuredly place certain weighty items 0 
the credit side. For the first time in the market’s histor) 
an agency has been at work, employing the resources of 
modern publicity to advertise the merits of investment ® 
industrial shares. The general effect has, on the whole, 
been educative. It may be presumed to have brought a0 
appreciable amount of new business to the Stock Ex 
change. The conception of ‘‘ fixity,’’ and the keennes 
of ‘‘ sales competition ’’ between different fixed trusts, may 
open the way to possible abuses in the long run, but @ 
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least they have the compensating advantage that fixed 
trust promoters must, above all things, seek ready 
marketability in their underlying securities. On the whole, 
therefore, it is probable that the funds controlled by the 
fixed trusts have been placed in the securities of the largest 
and most promising companies of the time judged by con- 
temporary standards. If and when elimination of any 
security becomes necessary, it should at least be technically 
ossible to effect a sale, for the complete ‘‘ freezing ’’ of 
the market for any one security is inconceivable. Even 
in the case of those securities whose future fortunes turn 
out to be least happy, it may well be that the eventual 
return to holders will be much greater, on the average, 
than that on ultra-speculative or on new and untried shares 
into which, by general admission, an appreciable propor- 
tion of many small investors’ resources normally finds its 
way. 

What of the debit side of the account? Our analysis 
suggests that emphasis on marketability may have its dis- 
advantages. The number of ‘‘ market leaders ’’ is not 
unlimited, and the danger that the most popular shares 
may be ‘‘ duplicated ’’ in fixed trust portfolios increases 
with the number of fixed trusts in existence. At present, 
the cases in which such “‘ duplication ’’ may create a 
potentially dangerous future market situation are happily 
few, but increased sales of units by existing trusts, or 
acceleration in the birth rate of new trusts, might bring 
the problem quite definitely into prominence. 

Such a development would also tend to emphasise the 
dangers of the competitive aspect of fixed trust finance. 
So far, our investigations show that fixed trust security 
holdings are relatively well spread over a number of in- 
dustries, and that cases of over-concentration on one or 
more groups are the exception rather than the rule. There 
are, nevertheless, indications that the desire to attract 
custom from a public not well versed in the finer points of 
investment theory, may carry with it a temptation to force 
up published figures of average income return by the in- 
clusion in portfolios of an unduly large proportion of 
shares whose annual distributions include a substantial 
“capital ’’ element, such as gold mines and industrial 
concerns which are in the habit of distributing frequent 
share bonuses. 

So much for the contemporary aspects of fixed trust 
finance. What of the future? The practice of collecting 
from purchasers of fixed trust certificates, in a single initial 
“loading charge,’’ the whole (or the greater part) of the 
financial resources earmarked for the administration of 
the trust for a period up to something like twenty years, 
may involve a serious danger of underestimation of the 
needs of the future, as distinct from those of the present. 
This danger is the more real since the initial charge must 
also bear the cost of commissions, advertising and pro- 
moters’ profit, and these, once spent, are beyond recall. 
The results of our investigation do not suggest that ‘‘ load- 
ing charges ’’ are too high. On the contrary, under the 
stress of competition they may well be on the low side. 
The ‘‘ management ’’ companies have varying resources 
behind them, but their paid-up capital, as a whole, is 
not high in proportion to the amount of fixed trust 
securities outstanding. In the interests of certificate holders 
we would urge the indispensability of setting aside, in 
every case, a definite amount of the initial ‘‘ loading 
charge ’’ to form an ‘‘ escrow fund ’’ available for release 
only in specified instalments at definite future dates during 
the life of the trust, without any power of anticipation so 
long as the trust is in being. 

This rule appears all the more necessary in view of the 
youth of the movement itself. Future experience may 
show that the concentration of four-fifths of the move- 
ment’s funds on equity securities, without the ‘‘ ballast ’’ 
Provided by a substantial fixed interest portfolio, may 
make for wide fluctuations in income and capital values. 

€ movement, in its early growth, has been unregulated 
by the body of statutes and precedents applied to public 
Companies, for the fixed trusts are not companies. The 
fixed trusts have been under no necessity to publish 
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regular statutory information of their constitution or pro- 
gress. They have, in fact, been free to make their appeal 
to the public on lines which suited them best. In the near 
future it is more than probable that the Stock Exchange 
will make provision for the filing of a considerable body 
of information with its Share and Loan Department, as a 
condition of ‘‘ recognition ’’ and sub-unit dealings. It is 
not yet clear, however, how far certificate holders will have 
access to this information, or to what extent fixed trusts 
will be anxious to obtain Stock Exchange dealing facilities 
on the terms demanded by the authorities. If, as we sug- 
gest, the movement has made good its claim to permanence, 
some form of legislative control and statutory disclosure 
of specified material facts would seem to be the inevitable 
corollary of its success. 

It would, of course, be easy to exaggerate the ultimate 
importance of the financial réle played by the ‘‘ manage- 
ment companies ’’ in the fixed trust system. It is highly 
desirable that the identity of every management group 
should be well-known, and that those concerned should 
be of the highest repute, with considerable resources behind 
them. In the last extreme, however, if a management 
were to fail completely, and to go out of existence, cer- 
tificate holders would be left with marketable securities, 
representing all but a small percentage of their total in- 
terest. These would be under the complete control of their 
own trustee, who would, in every case, be an institution 
of the highest possible standing. The soundest guarantee 
which a fixed trust certificate holder can enjoy, in the 
long run, is the nature of his own investment. He may 
be liable, if the worst comes to the worst, to lose the care 
and skill of his managers, and he may be unable to obtain 
a ‘‘ quick return ’’ of his stake. The assets behind his 
security, however, cannot vanish into thin air, for their real 
market, the Stock Exchange, is always at hand. 

How important, then, is the question of management? 
The managers’ initial choice of securities may be a funda- 
mental factor in the future success of any fixed trust, but 
that particular matter is decided before an investor buys 
his unit or sub-unit. He purchases the latter with open 
eyes, enjoying exhaustive knowledge of the identity of 
its underlying securities. Thereafter the chief aspect of 
management which calls for specialised skill is the making 
of adjustments in a fixed trust’s security portfolio. 

It has been shown, earlier in this review, that the fixed 
trust movement, as it has developed in Great Britain, has 
tended to give managers almost unlimited powers to sell or 
not to sell underlying securities, on their own initiative, 
subject, usually, to the approval of the trustees. The 
extent to which they will be called upon to exercise this 
discretionary power, and the freedom, or otherwise, with 
which they will, in fact, exercise it, are the greatest of the 
unknown factors in the future of the movement. 
On them depends the movement’s ability successfully 
to meet the basic criticism, voiced by ourselves and 
others, at the movement’s inception, that fixity is entirely 
inappropriate in a financial, industrial and economic 
environment subject to constant evolutionary change. 
How liberally will the managements interpret their powers 
to dispose of the less ‘‘ fortunate ’’ securities in their lists? 
Should the functions of management, again, be confined 
merely to elimination, leaving certificate holders to their 
own resources as regards reinvestment of the proceeds? 
Or should more extensive powers of ‘‘ replacement ’’ be 
permitted? On general principles, it may be argued that 
those whom one trusts to make an initial selection of one’s 
securities should not thereafter be presumed to be 
capable of weeding out unprofitable holdings but incapable 
of discovering more desirable investments. 

Should the ‘‘ fixed trust,’’ in short, become a ‘‘ managed 
trust,’’ positively as well as negatively? Such a metamor- 
phosis might overcome the most serious criticism which 
has been made of its basic conception, while leaving its 
peculiar contribution to the practice of investment—co- 
operative ‘‘ open unit’’ organisation—untouched. We 
leave the implications of this question for consideration by 
the movement’s responsible and progressive leaders. 
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whose shares are included in the Trust 

of Insurance Shares is one of steadily 
increasing prosperity. During the difficult 
period of the past twenty-one years the assets 
of these companies have mounted from £316 
million to {942 million, the average yield 
has doubled and the capital value of the shares 
has increased over 300 per cent. 


T= RECORD of the group of companies 
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were regarded as a rich man’s investment. Prices 
are as high as £20 and £30 a share, and shares 
carry with them in many cases a heavy liability 
for uncalled capital. To purchase only one 
share in each of the companies of the Trust 
portfolio would cost at present prices about 
£530, of which over £20 would be Commission 
and stamp duty, and the shares would carry 
a liability of {112 in respect of uncalled capital. 


The Trust of Insurance Shares enables the 
investor, for a sum as low as {10, to invest 
in a well distributed holding, free from liability, 
in the shares of thirty-one leading British 
insurance companies, and secures for him the 
advantage of expert management and Trustee 
administration. The Trustees, Williams Deacons’ 
Bank, Ltd., hold all the investments of the Trust 
in trust for the purchasers of “ Insurance 
Unit” certificates, collect dividends and all 
monies received in res of securities included 
in the Trust, and distribute on the 31st January 
and the 31st July in each year the proportionate 
amounts due to certificate holders. 


The Trust comprises shares in the following Companies: 
ALLIANCE ASSURANCE COMPANY, LTD. 

ATLAS ASSURANCE COMPANY, LTD. 

BRITANNIC ASSURANCE COMPANY, LTD. 

CALEDONIAN INSURANCE COMPANY. 

COMMERCIAL UNION ASSURANCE COMPANY, LTD. 

EAGLE STAR AND BRITISH DOMINIONS INSURANCE CO., LTD. 
ECONOMIC INSURANCE COMPANY, LTD. 

EMPLOYERS’ LIABILITY ASSURANCE CORPORATION, LTD. 
EQUITY AND LAW LIFE ASSURANCE SOCIETY. 

GENERAL ACCIDENT FIRE AND LIFE ASSURANCE CORP. LTD. 
GRESHAM FIRE AND ACCIDENT INSURANCE SOCIETY, LTD. 
GUARDIAN ASSURANCE COMPANY, LTD. 

LEGAL AND GENERAL ASSURANCE SOCIETY, LTD. 

LIFE ASSOCIATION OF SCOTLAND. 

LONDON AND LANCASHIRE INSURANCE COMPANY, LTD. 
LONDON AND MANCHESTER ASSURANCE COMPANY, LTD. 
LONDON ASSURANCE. 

NORTH BRITISH AND MERCANTILE INSURANCE COMPANY, LTD. 
NORTHERN ASSURANCE COMPANY, LTD. 

PEARL ASSURANCE COMPANY, LTD. 

PHCENIX ASSURANCE COMPANY, LTD. 

PRUDENTIAL ASSURANCE COMPANY, LTD. 

ROYAL EXCHANGE ASSURANCE. 

ROYAL INSURANCE COMPANY, LTD. 

SCOTTISH LIFE ASSURANCE COMPANY, LTD. 

SCOTTISH UNION AND NATIONAL INSURANCE COMPANY. 
SEA INSURANCE COMPANY, LTD. 

SUN INSURANCE OFFICE, LTD. 

SUN LIFE ASSURANCE SOCIETY. 

WORLD AUXILIARY INSURANCE CORPORATION, LTD. 
YORKSHIRE INSURANCE COMPANY, LTD. 


There are sound reasons for anticipating 
that progress will be maintained. Insurance 
is an essential service for which there is a 
steadily increasing demand. It is a business 
well and soundly financed, making ample 
provision for reserves and for contingencies, 
managed with incomparable care and _ skill. 
Reports of British companies now appearing 
for 1934 show that expansion continues. 


Investment in this field therefore offers a 
unique prospect of steady yield and future 
appreciation. 


Before the Trust was formed insurance shares 


Insurance Units may be bought and sold at any 
time through any Bank or Stockbroker or 
through the Managers of the Trust. 


MANAGERS: TRUST OF INSURANCE SHARES, LIMITED. 


Directors: Sir James or. K.B.E., Western Assurance Coy., Ltd., J. H. Batty, Esq., Atlas 

Assurance Coy., Ltd., The Right Hon. C. A. McCurdy, K.C., Equity ¢ Law Life Assurance Socy., 

Allan E. Messer, Esq., British Law Insurance Coy., Ltd., Equity ¢» Law Life Assurance Socy., 
R. W. Sharples, Esq., Guardian Assurance Coy., Ltd. 


16; MOORGATE LONDON E.C.2 am TELEPHONE: NATIONAL 1637. 
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THE HISTORICAL BACKGROUND 


THERE still exists in many quarters a belief that constitu- 
tional development in India originated with the reforms of 
Mr Montagu and Lord Chelmsford in 1919, but a very 
slight study of Indian constitutional history will show that 
this belief is without foundation. The original British settle- 
ments in India were in three different areas, which became 
the Presidencies of Bengal, Madras and Bombay. Each of 
these Presidencies was administered by a Governor, ap- 
pointed by the East India Company and advised by a small 
Executive Council of officials. Late in the eighteenth 
century the Governor of Bengal was made Governor- 
General, with authority over the three Presidencies. The 
control of Parliament over the East India Company was 
maintained by decennial investigations into the operations 
of the Company, with resultant legislation on: various 
occasions. Before the Indian Mutiny the tendency of 
successive Acts of Parliament was to diminish the inde- 
pendence of the Provincial Governments and to concentrate 
authority and power in the Governor-General, until in 
theory the Provincial Governments became merely the 
agents of the Governor-General, although in practice his 
authority was not always exercised in matters of detail. 
But, after the transfer of power from the East India 
Company to the Crown, certain powers of legislation were, 
by an Act of 1861, restored to Provincial Governments and 
certain non-official members were added to the Legislative 
Councils, which had originally been merely the legislative 
form of the Executive, and even at that date were still little 
more than its legislative instrument. In 1892, an impor- 
tant step was taken towards representative government by 
the institution of a certain number of seats in each Council 
Which were to be filled by nomination on the recom- 
mendation, chiefly, of municipalities and district boards. 

This step was followed in 1909 by the Morley-Minto 
teforms, under which the principle of recommended 
Nomination to the provincial Legislative Councils was 
further extended. An inevitable result, however, of this 
advance was that some attempt had to be made to secure 
adequate representation of the Moslem minority. This was 
done by the provision of separate Moslem recommending- 
bodies for a specified number of seats, although Moslem 
opinion could also influence the ordinary recommending- 
bodies. In the Central Legislative Council, some seats 
were filled by recommended nomination, but the official 
majority remained. 

Thus the movement towards a participation by Indians 
in the Provincial and Central Governments in India had 
already begun. It is, however, important to remember 
that until rg19 the system of government was both non- 
tesponsible and highly centralised, since the Provincial 
Governments remained responsible to and dependent on 
the Central Government which in turn remained responsible 
to the Home authorities. In this way the ultimate control of 
the Imperial Parliament was maintained unimpaired over 


the whole field of Indian legislation and administration. 
In fact, Lord Morley was emphatic in his repudiation of 
any connection, direct or indirect, between the reforms 
associated with his name and the establishment of a parlia 
mentary system in India. 


THE POST-WAR CONSTITUTION 


The strain which the War put on systems of government 
all over the world affected India no less than other coun- 
tries, and by 1917 it had become clear that, if the new 
political movement in India was to be kept within bounds, 
if Moslem opinion, disturbed by hostilities with Turkey, 
was to be satisfied, and if the full power of India was to 
be mobilised towards winning the War, constitutional 
changes must be made. Accordingly on August 20, 1917, 
the Home Government issued a Declaration of Policy, the 


importance of which is evident from the following 
extracts : — 
The policy of His Majesty’s Government . . . is that of 


the increasing association of Indians in every branch of the 
Administration and the gradual development of self- 
governing institutions with a view to the progressive realisa- 
tion of responsible government in India as an integral part 
of the British Empire.... Progress in this policy can only 
be achieved by successive stages. The British Government 
and the Government of India, on whom the responsibility 
lies for the welfare and advancement of the Indian peoples, 
must be the judges of the time and measure of each advance 
and must be guided by the co-operation received from those 
upon whom new opportunities of service will thus be con- 
ferred and by the extent to which it is found that confidence 
can be reposed in their sense of responsibility. 


It will be noted that this statement was limited to a general 
expression of future aims and that full control over the 
steps and nature of the advance was carefully kept in British 
hands. As a first move to implement this policy, Mr 
Montagu, who was then Secretary of State for India, was 
despatched by the Cabinet to India to examine the situa- 
tion and confer with the Viceroy, Lord Chelmsford. 

The result of this collaboration was the Montagu- 
Chelmsford report published in 1918,* which made a 
number of detailed recommendations for the new constitu- 
tion based on the following four cardinal principles : — 


1. There should be, as far as possible, complete popular 
control in local bodies and the largest possible independence 
for them of outside control. 


2. The Provinces are the domain in which the earlier 
steps towards the progressive realisation of responsible 
government should be taken. Some measure of responsi- 
bility should be given at once, and our aim is to give 





* Cmd. grog of 1918. ‘*‘ Report on Indian Constitutional 


Reforms.’”’ 
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complete responsibility as soon as conditions permit. This 
involves at once giving the Provinces the largest measure of 
independence—legislative, administrative, and financial— 

f the Government of India which is compatible with the 

due discharge by the latter of its own responsibilities. 

3. The Government of India must remain wholly re- 
sponsible to Parliament, and saving such responsibility, its 
iuthority in essential matters must remain indisputable, 
pending experience of the effect of the changes now to be 
introduced in the Provinces, In the meantime the Indian 
Legislative Council should be enlarged and made more 
representative and its opportunities of influencing Govern- 
Ment mcreased. ; 

4. In proportion as the foregoing changes take etiect, the 
control of Parliament and the Secretary of State over the 
Government of India and provincial Governments must be 
reiaxeu., 

Thus, it will be noted that, within nine years of Lord 
Morley’s famous dictum referred to above, the essentials of 
the Indian constitution were, in principle, reversed. De- 
centralisation took the place of centralisation, the principle 
of responsible government was substituted for that of the 
‘ontrol of Parliament in the provinces and was held out as 
the goal towards which the Central Government was to 
move through the intervening stage of increased influence. 
In fact, the authors of the Joint Report declared that ‘‘ no 
further development is possible unless we are going to give 
the people of India some responsibility fortheir own govern- 
ment.’’ With regard to the future, they were equally clear. 
‘““ We make it plain,’’ they wrote, ‘‘ that such limitations 
on powers as we are now proposing are due only to the 
obvious fact that time is necessary in order to train both 
representatives and electorates for the work which we desire 
them to undertake: and that we offer Indians opportunities 
at short intervals to prove the progress they are making, 
and to make good their claim, not by the method of agita- 
tion, but by positive demonstration, to the further stages 
in self-government which we have just indicated.’’ Since 
then it has been the speed of advance and not the ultimate 
goal which has been the real subject of consideration. 


The proposals contained in the Report were embodied in 
a Bill which was passed into Law in 1919,* after considera- 
tion by a Joint Select Committee of both Houses of Parlia- 
ment, whose alterations, apart from the substitution of 
direct for indirect election in the case of the Central 
Legislature, were chiefly confined to clarifying the reserve 
powers of the Governor-General in Council, while at the 
same time increasing the influence of the Legislature. The 
Act itself contained a Preamble which restated the Declara- 
tion of Policy of 1917.[ The new Constitution, which 
came into force early in 1921, was briefly as follows :— 


1. In the provincial field._A uni-cameral legislature was 
established in the nine major provinces of Madras, Bombay, 
Bengal, the United Provinces, the Punjab, Bihar and 
Orissa, the Central Provinces, Assam and Burma, which 
last was added in 1923.t The remaining areas are adminis- 
tered by Commissioners responsible to the Government of 
India. The legislatures vary in size from a statutory mini- 
mum of 53 members in Assam to a statutory minimum of 
125 members in Bengal, of whom at least 70 per cent. must 
be elected, while not more than 20 per cent. are “‘ official ’’ 
members, i.e. civil servants (whether British or Indian) 
appointed by the Governor, and the remainder are ‘‘ nomi- 
nated ’’ members appointed by the Governor to represent 
a minority group or class and for some other special pur- 
pose. The franchise qualifications are based on the recom- 
mendations of a special Franchise Committee, under Lord 
Southborough, § and are to be found in the Electoral Rules 
made under a section of the Act. About one-thirtieth of the 
total population of India, or one-tenth of the adult male 
population, was enfranchised under qualifications which in- 





* The Government of India Act, 1919. ft The revised In- 
strument of Instructions to the Governor-General, issued in 1921, 
contains the following important sentence: ‘‘ For above all things 
it is Our will and pleasure that the plans laid by.Our Parliament for 
the progressive realisation of responsible government in British 
India as an integral part of Our Empire may come to fruition, to 
the end that British India may attain its due place among Our 
Dominions.”’ 

¢{ The North-West Frontier Province was added in 1931. 

§ Cmd. No. 141 of ror19. 
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cluded residence in the constituency, the payment of a smalj 
amount in land revenue, rent or rates, any payment of 
income tax or former service in the Army. Literacy is not, 
necessary qualification, and a large proportion of the elec. 
torate is, in fact, illiterate. Provincial Legislatures wer 
empowered to extend the franchise to women, and all of 
them have now done so. The principle of the special repre. 
sentation of Moslems through separate electorates, which 
had been established under the Morley-Minto reforms, was 
continued, although the right of Moslems to vote also jp 
general constituencies was abolished. The number of such 
special seats was fixed on the basis of the Lucknow Pact, 
under which an adjustment of representation between 
Hindus and Moslems had been made in 1916 and which 
had been approved at the time both by the Indian Congress 
and by the All-India Muslim League, although it was sub- 
sequently repudiated by both communities. Similar com- 
munal representation was provided for the Sikhs in the 
Punjab, for Indian Christians, Anglo-Indians and 
Europeans and, in most provinces, for the big landholders. 
Nomination was resorted to in the case of the Depressed 
Classes and of Labour. 


The power of the Legislature is limited by provisions re- 
quiring the previous consent of the Governor-General for 
any Bill covering questions which affect any central subject 
or primarily concern the Central Government. All Bil: 
require the assent of the Governor-General and certain 
Bills must be reserved for his consideration. In addition 
the Governor may certify that any Bill or financial grant 
which the Legislature has rejected but which is concerned 
with a ‘‘ reserved’’ subject (see next paragraph), is 
‘ essential for the discharge of his responsibility for the 
subject,’’ and it thenceforth becomes effective in spite of 
its rejection by the Legislature. 


But the main point of interest of the provincial system 
under the Constitution of 1919 lies in the establishment ot 
what is commonly called ‘‘ Dyarchy,’’ that is to say, in 
the division of responsibility in accordance with the second 
formula laid down in the Joint Report. The authors of 
hat Report felt that it would be too great an experiment 
io transfer the whole field of provincial administration to 
Ministers responsible to a Legislature in which the majority 
of members were elected. Accordingly a division of pro- 
vincial subjects was arranged into ‘‘transferred’’ and ‘‘re- 
served ’’ categories, the principal transferred subjects 
being Local Self-Government, Public Health, Education, 
Public Works, Agriculture, Provincial Excise, Industries 
ind (in Bombay and Burma) Forests, while the principal 
reserved subjects were Irrigation, Land Revenue,’ 
Revenue, the raising of Loans, Police, Justice, Prisons and, 
in seven Provinces, Forests. A corresponding division was 
also necessary in the Executive and this was carried out 
in the Act by providing that the reserved subjects should 
be administered by the Governor in Council, that is to say, 
the Governor acting in consultation with his Council ap- 
pointed by the Crown (including, if he wished, Indians as 
well as Englishmen), and of which at least one must be an 
official. A member of the Legislature, if appointed to the 
Council, must resign his seat. The transferred subjects 
were to be administered by the Governor acting on the 
advice of his Ministers, ‘‘ unless he sees sufficient cause to 
dissent from their opinion,’’ although he was to ‘‘ refuse 
assent when the consequence of acquiescence was clearly to 
be serious,’’ and ‘‘ not to accept without hesitation and 
discussion proposals which are clearly seen to be the result 
of inexperience.’’ Ministers must be—or must become 
within six months—Members of the Legislature and, as 








*Land Revenue—the tax on land—plays a most important part 
in the administration of India. Not only does it produce a far larger 
proportion of the total provincial revenue than any other source, 
but a periodical re-assessment of land values for this purpose is cal- 
ried out throughout the whole of British India, except in Bengal 
and in Bihar and Orissa, where under the ‘‘ permanent settlement 
made by the East India Company in 1793 the amount of land 
revenue to be paid by each landowner was permanently fixed and 
has not since been altered. A very large number of officials afe 
continuously employed in this re-assessment in the other Pro- 
vinces and throughout the whole of India the ‘‘ collector ’’ of land 
revenue represents the Government in his district for many 
purposes. 
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seit salaries must be voted by that body, their tenure of 
vfice is ultimately under its control. The Governor may 
emporarily take over any transferred subject; and, in the 
went of a general breakdown of Government in any pro- 
vince, the Governor-General, with the sanction of the 
secretary of State in Council, may suspend the transfer of 
ny or all transferred subjects, which then revert to the 
~ntrol of the Governor in Council. Joint responsibility 
»{ Ministers is not laid down in the Act and has not been 
enerally practised. Similarly, in some, though by no 
jeans in all, Provinces, the system of joint deliberation 
setween the Council and Ministers, anticipated by the 
thors of the Report, has not been carried out in practice. 
The chief criticism of the Statutory Commission on the 
working of the dyarchy was that the ‘‘ responsibility ’’ of 
che transferred side to the Legislature had never been 
sroperly established, but that the tendency was for the 
\inisters to be regarded not as representatives of the 
majority of the Legislature, but as the creatures of the 
Governor. They also felt that the Provincial Legisla- 
tures had failed to distinguish between the spheres in which 
they could only criticise and those in which they con- 
tolled policy, with the result that their attitude in both 
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retained (the Moslems having 30), but no reserved seats* 
are included. The franchise is on a similar basis as on that 
of the Provincial Legislatures, but has a somewhat higher 
property qualification. The first President was nominated 
by the Governor-General, but subsequently he has been 
elected by the Assembly. 

The powers of the Legislature were curbed by a provision 
requiring the previous sanction of the Governor-General for 
measures affecting the public debt or revenue of India, 
religion, naval and military discipline, the relations with 
foreign princes or States, a provincial subject or Act, 
or an Act or Ordinance of the Governor-General. With re- 
gard to finance, all expenditure on the debt service, expen- 
diture fixed by law, Indian Civil Service, salaries and pen- 
sions, and ecclesiastical, political or defence expenditure arc 
authorised by the Governor-General without being voted. 
Taxation is within the control of the Legislature, but the 
Governor-General may restore any proposal for taxation 
which it refuses to approve, and he may also authorise 
necessary expenditure. In addition, the Governor-General 
may certify that any Bill which has been rejected by either 
House is essential for the safety or tranquillity of British 
India or any part thereof, but in that case, unless a state 


heres tended to be of emergency exists, it 
destructive rather than { — os gyi — 

ctive. On the ot ouses of the Im- 
. however, the SOME FACTS ABOUT INDIA perial Parliament and 
Commission felt that the AREA (excluding Burma)— receive the Royal Assent. 
gstem had actually I. csisineiccnsinn 1,576,000 sq. miles (equal approximately It has, in fact, been 
worked better than many to Europe without Russia). necessary, to use the 


had anticipated, though 
not entirely in the 
manner in which the 
authors of dyarchy had 
intended. With regard 
to the Governor, who is 
appointed for five years, 
it should be mentioned 
that in most provinces he 


British-India......... 818,000 square miles (20 times as big as 
Great Britain). 

Indian States (600 

in number)......... 

Agencies and Tribal 


areas 


690,000 sq. miles. 


68,000 sq. miles. 


POPULATION (1931 Census) (excluding Burma)— 
All-India 338,171,000 (One-fifth of the population of 
the world). 
British-India......... 256,534,000 (Nearly 24 times the population 
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power of certification on 
very rare occasions. The 
Governor - General may 
also withhold his assent 
to any Bill or reserve it 
for His Majesty’s plea- 
sure and in an emergency 
can legislate by Ordin- 
ance having effect for not 


is normally an_ official 
of the Indian Civil Ser- 
vice, but in the three 
Presidencies of Calcutta, 
Bombay and Madras he 
is usually a man of expe- 
rence in home politics. 
2—In the Central 
Field, the division of 
subjects between the Pro- 


Indian States ....... 79,052,000 
Agencies and Tribal 
vatttiwauasanée 2,585,000 
Urban population— 
All-India 
Rural population— 
AMIR <csecceee 310,000,000 


eee eeeeee 


PN cc cncccenenes 238,624,000 
IB ov cccenssensec 77,093,000 
_ | ee 4,325,000 


V1 e 

_— and Centre has Christians ............ 5,966,000 

retained for the Centre all IE cons tonnnonies 12:163,000 

matters where extra-pro- 

vincial interests _ pre- 

dominate, such as de- Depressed Classes... 51,600,000 
cae . Anglo-Indians ...... 119,000 

fence, foreign affairs, Europeans ........... 156,000 


tariffs and customs, rail- 
ways, posts, income tax, 
Currency, coinage, public 
debt and civil and criminal law, as well as any matter not 
included among provincial subjects. The Central Legisla- 
ture consists of two Chambers, the Council of State and 
the Legislative Assembly. 

The Council of State consists of a maximum of 60 mem- 
bers, of whom 34 are elected and the remainder nominated, 
though of these not more than 20 can be officials. In addi- 
ton, the Governor-General may nominate any member of 
his Executive Council. Other members of the Executive 
Council have the right of addressing, but not of voting in, 
the Council of State. The electorate for members of the 
Council of State is very small, the qualifications including 
¢high property qualification, previous membership of the 
Assembly or of a Provincial Legislature, the chairmanship 
ota municipal council, membership of a University Senate, 
‘tc. Communal constituencies are duly provided, the 
Moslems having 11. The President is nominated by the 
Governor-General. 

The Legislative Assembly has a minimum of 140 mem- 

ts, of whom 105 must be elected, about 25 are officials 
and the remainder are nominated non-officials. The official 
loc has proved to be an important asset to the Govern- 
Ment, although in theory its members are free to vote as they 
Wish except in cases of emergency. Communal seats are 





RELIGIONS (All-India, excluding Burma)— 


OTHER DIVISIONS— 





of the United States). more than six months. 


The latter power was 
used by Lord Irwin on 
various occasions during 
the non - co - operative 
period. It will be seen, 
therefore, that while the 
Governor - General has 
complete powers of con- 
trol over the Legislature, 


in many spheres. of 
activity these 
powers are only em- 


ployed if, in his opinion, 
the Legislature has taken 
a wrong course. At the 
same time, no Governor- 
General would wish to 
make continual use of his 
powers of interference, with the result that the influence of 
the Legislature cannot be estimated simply by reference 
to its powers as laid down in the Act. In practice, the 
Legislature has often exercised considerable influence in 
matters outside its strict sphere of activity. For instance, 
under the Act the Legislature has no power to discuss the 
Defence budget, but it has power to discuss certain expen- 
diture which closely affects the Army, so that the Govern- 
ment of India have found it expedient to allow discussion 
of the Defence budget in the House, often with salutary 
results on the amount of that expenditure. 

The Executive Council of the Governor-General is not 
limited in size by statute, but commonly consists of seven 
members. Its members are appointed by the King on the 
advice of the Home Government acting in concert with the 
Governor-General. They are in no way responsible to the 
Indian Legislature, although they become official members 
of it. The Commander-in-Chief is an Englishman, chosen 
alternately from the British Army and the Indian Army; 


(1931 Census estimate). 





* The reservation of seats is the setting aside of a specified 
number of seats which can only be filled by representatives of the 
particular community, who are, however, elected by the general 
body of voters and not by separate electorates. 


4 Lesatiiness | 
while the Finance Member is now commonly a British 
expert specially selected at home. Of the remainder at least 
three must be officials. The other British members are 
usually officials, while the Indian members may be either 
officials or non-officials. The Viceroy himself holds the 
portfolio of the Foreign and Political Department, and is 
thus directly and personally responsible for relations with 
the Indian Princes. 

It is, however, important to remember that the Governor- 
General is statutorily responsible to the Imperial Parlia- 


THE ECONOMIST 


February 2, 1935 


a 


ment, through the Secretary of State. This responsibjjin 
extends, in theory, by virtue of the Governor-Genera)’. 
special powers, even over the transferred provincial subjects 
though Parliament, by a self-denying ordinance, does po; 
ordinarily exercise any control in these matters. The Segre. 
tary of State, moreover, is advised by his Council of eight 
to twelve members, the consent of a majority of whon 
is statutorily required for any expenditure from {hy 
revenues of India and for any change in the condition 
under which Indian Civil Servants serve. 





THE MAKING OF A NEW CONSTITUTION 


SucH was the Constitution which came into force early 
in 1921, with all the brilliance of a butterfly in the tropical 
forests of South America. But to impartial observers (if 
such there were in the chaotic years immediately follow- 
ing the war) it might have seemed that, as in the case 
of the butteriiy, its mere brilliance portended a short 
lite—both because it carried within it the germs of its 
own destruction and because it attracted the attention 
of its enemies. The authors of the Joint Report 
had been at pains to emphasise that it was only a first 
step on the road to responsibility and self-government, 
and they had in mind a return to the system of decennial 
enquiries by which Parliament had attempted to maintain 
some control over the old East India Company. It is true 
that no such enquiries were provided for in the Act, but 
provision was made for the setting up after 10 years of a 
Parliamentary Committee of enquiry into the working of 
the new constitution. 

Moreover, the constitution had been launched at the 
height of the non-co-operation movement organised by 
Mr Gandhi and the Congress, and particular significance 
had been given to this non-co-operation episode by the 
adherence of an important body of Moslem opinion (known 
as the Khilafat movement), which was greatly disturbed 
about the peace terms which were expected to be imposed on 
Turkey. This anti-constitutional movement was not 
checked until after Mr Gandhi's arrest in March, 1922. 
From 1923 onwards political conditions improved and non- 
co-operation was gradually abandoned. 


THE INDIAN STATUTORY COMMISSION 


Eventually, in 1927 the Home Government, of which Mr 
Baldwin was Prime Minister, decided to anticipate the date 
at which the Parliamentary Commission of Enquiry was to 
be set up and an amending Act was passed providing for its 
immediate appointment. The Commission was presided over 
by Sir John Simon (Liberal) and consisted, in addition to 
the Chairman, of two Conservatives and two Labour mem- 
bers of the House of Commons and of two members of the 
House of Lords. Its function (as set out in Art. 84A (2) of 
the Act of 1919) was to report, inter alia, ‘‘ as to whether 
and to what extent it is desirable to establish the principle 
of responsible government or to extend, modify or restrict 
the degree of responsible government then existing.’’ 

Great offence was taken in India at the decision to 
appoint a Commission entirely composed of members of 
the British Legislature and not to include any Indian repre- 
sentatives. In spite, therefore, of the proposal contained 
in a letter issued by the Commission (with the approval of 
the Government) on February 6, 1928, that committees 
should be appointed by the Central and Provincial Legis- 
latures to co-operate with the Commission, a large section 
of moderate, as well as the whole of extreme, Indian poli- 
tical opinion decided to boycott the Commission. Never- 
theless, these Indian committees were appointed and 
provided a valuable contribution in the examination of 
witnesses in joint session with the Commission. Their 
conclusions were published in a series of independent 
reports. The Commission visited India for a short period 
early in 1928 and again for the entire cold weather of 
1928-29. Its report (commonly known as the ‘‘ Simon 





Report ’’) was published in two parts in May ané 
June, 1930. 

Before the publication of the Report, however, the 
Government of India, alarmed at the growing state of dis. 
turbance in India and the claim of Congress for complete 
independence, had decided that some gesture of reconcilia. 
tion must be made. Accordingly, the Viceroy, Lord Irwin, 
on his return from a visit to England to consult the Labour 
Government then in office, issued a statement on Novem. 
ber I, 1929, that he was ‘‘ authorised on behalf of His 
Majesty’s Government to state clearly that in their judg. 
ment it is implicit in the declaration of 1917 that the natural 
issue of India’s constitutional progress, as there contem- 
plated, is the attainment of Dominion Status.’’* Although 
the Viceroy had been careful to say that he did not wish 
in any way to anticipate the findings of the Commission 
his statement was regarded in many quarters as doing so 
and it was not till after a debate in the House of Commons 
and the publication of a letter dated November 11th from 
the Prime Minister to Mr Baldwin, stating that no chang 
of policy was intended, that the incident closed. 

Immediately preceding this episode, an exchange o! 
letters between Sir John Simon and the Prime Minister had 
been published in October, 1929, in which the Chairmai 
of the Commission had stated that the Commission wer 
greatly impressed by the larger question of the relation 
ship between British India and the Indian States, and 
asked for the approval of the Government if the Commis 
sion included this larger question within the purview of its 
Report. He also suggested that, if this course was pursued 
it might be desirable, in order to secure the largest measur 
of agreement, to hold a Conference between representatives 
of His Majesty’s Government, British India and the States 
after the Report of the Commission had been made, bu! 
before the stage of a Joint Select Committee of both Houses 
of Parliament was reached. The Prime Minister, in his 
reply, which had the approval of the leaders of other 
parties, welcomed the suggestions both of the wider review 
and of the conference, and continued : — 

His Majesty’s Government are also greatly concerned t 
find means by which they may approach the treatment © 
the broad question of British-Indian constitutional advance 
in co-operation with all those who can authoritatively spea* 
for British-Indian political opinion. It seems to them that 
both these objects can best be achieved by the adoptio? 
of procedure that will permit the free representation © 
all points of view in advance of the stage at which His 
Majesty’s Government will lay any proposals before Parli« 
ment, which may be expected later, as you point out, t 
form the subject of examination by a Joint Parliamentat) 
Committee. When, therefore, your Commission has sub 
mitted its Report and His Majesty’s Government have 
been able, in consultation with the Government of India, 
to consider these matters in the light of all the materia 
then available, they will propose to invite representativ 
of different parties and interests in British India and reper 
sentatives of the Indian States to meet them, separately “' 
together, as circumstances may demand, for the purpos 
of conference and discussion in regard both to the Britis! 
Indian and All-Indian problems. 


a 


* It should be observed that this is the only occasion on which 
any reference to ‘‘ Dominion Status’’ has been made im any 
official document. 
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Thus was foreshadowed the holding of a Round Table 
Conference that would include representatives of the Indian 
States as well as of British India and the British Par- 
liament. 

The first part of the Report of the Statutory Commis- 
sion* consisted of a comprehensive study of the problems 
and of conditions in India, which has since served as a 
handbook for all students of the question. The second 
contained their unanimous recommendations. For reasons 
of space these recommendations can only be given in out- 
line here, but further reference will be made to particular 
points later on when the Report of the Joint Select Com- 
mittee is analysed. 


The recommendations of the Commission were ‘‘ con- 


ceived in the spirit of the announcement of August 20, 
1917,,’ and may be summarised as follows : — 


1. Dyarchy was to be abolished in the Provinces and the 
administration (including that of law and order) was to be 
carried out by a single body of Ministers, jointly responsible 
to the legislature, although the Governor might, if he thought 
fit, include one or more non-elected persons (whether 
officials or not) in his Cabinet. The Governor was to have 
certain reserve powers, including powers to ensure the 
protection of minorities and of the Civil Service, etc., as 
well as emergency powers in the event of a breakdown of 
the Constitution. The Provincial Legislatures were to be 
enlarged and to have certain powers of recasting their own 
representative system, though communal electorates were 
to be retained for the Moslems, as well as reserved seats for 
the Depressed Classes. The franchise was to be extended 
from 10 per cent. to 30 per cent. of the adult male popula- 
tion. A local legislature was to be established in the North- 
West Frontier Province and the establishment of separate 
provinces for Sind and the Oriya-speaking peoples was to 
be considered. Burma was to be separated from India. 


2. At the Centre, no great change was to be made in the 
powers of the Legislature nor was the responsibility of the 
Executive to the Legislature to be established, but it was 
hoped that this would gradually come about by convention. 
The Legislative Assembly was to be called the Federal 
Assembly and was to be reconstituted on the basis of the 
representation of the Provinces. Its members, therefore, 
were to be elected by the Provincial Legislatures by the 
method of proportional representation. There were to be 
only twelve official members, other than members of the 
Governor-General’s Council. No change was to be made 
in the Council of State, except that its members also were 
to be chosen by indirect election. 

3. The Army was to be removed from the responsibility 
of the Government of India in relation to the Central 
Legislature and was to fall within the responsibility of the 
Governor-General, advised by the Commander-in-Chief, as 
representing the Imperial authorities. 

4. The rights and recruitment arrangements of the 
Indian Civil Service and of the Indian Police Service were 
to be maintained. The control of the Secretary of State 
over the Central Government, but not over Provincial 
Governments, was to be maintained. 

5. Provision was to be made for a Council of Greater 
India containing representatives of the States and of British 
India, with consultative and deliberative functions in regard 
to a scheduled list of ‘“‘ matters of common concern.” 
Federation was accepted as the ultimate goal, but it was felt 
that the speed of movement towards that goal could only 
be determined by the States themselves. 


THE ROUND TABLE CONFERENCE 


The Report of the Indian Statutory Commission, though 
Well received in England, produced a storm of protest in 
India at the failure to recommend responsible government 
at the Centre. But this quickly subsided before the more 
acute problems which had to be faced in connection with the 
Round Table Conference, the first meeting of which had 
been fixed for November 17, 1930. It may, however, be 
°pportune here to say that, while it is true that the Report 
. the Commission was never considered as the basis for 
“eislation, it is untrue to say that it was shelved. The calling 
of the Conference had been suggested as the next step by 
the Chairman of the Commission himself, and the Report in 


cei icra 


. pens of the Indian Statutory Commission (Cmd. 3568 of 
30). 
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fact, if not in name, formed the basis on which the subse- 
quent scheme was built. The provincial plan has remained 
almost unchanged; and, if All-India federation was soon 
accepted as the immediate aim instead of the ultimate 
objective laid down by the Commission, this was only 
rendered possible by a change in the attitude of the Indian 
Princes themselves. It was, moreover, the introduction of 
federation which made it possible to take a large step 
forward towards responsible government at the Centre. 

The whole problem was, in fact, radically altered by the 
pronouncements made by the Princes in favour of Federa- 
tion at the opening meetings of the Conference. At the 
time of the Butler Committee* regarding the treaty and 
financial relations between the States and the Crown and 
of the deliberations of the Statutory Commission, the main 
concern of the Princes was the maintenance of their treaty 
rights and the substitution of the Viceroy for the Governor- 
General in Council as the agent for the Crown, in order to 
avoid any possibility in the future of any control of States 
matters by a British-Indian Government. The relationship 
between the States and the British Crown was fixed by a 
series of individual treaties on the principle of the Crown 
ensuring protection and the maintenance of their indepen- 
dence and of the position of the Rulers in return for various 
compensations, sometimes financial, sometimes territorial, 
and sometimes military. On the other hand, the granting 
of protection had by usage come to imply the right of the 
Paramount Power to intervene in the case of gross misrule 
by an individual Prince. The change in the attitude of the 
Princes came about for a variety of reasons. The most 
important of these was probably the feeling that, if British 
India were really going to obtain responsible government 
in the future, the situation between it and the States would 
come to an issue and that a better agreement could pro- 
bably be reached between them, if terms were made while 
the British Government’s authority was still preserved to 
the full. 

The Round Table Conterence, then, assembled in 
London on November 17, 1930, and was composed of dele- 
gations representing all three British political parties, the 
Indian States, the Hindu moderates, the Moslems and the 
other minorities. Congress was not represented at the first 
session, since it was actively engaged in a policy of non-co- 
operation, and its principal leaders, including Mr Gandhi, 
had recently been imprisoned under the special ordinances 
by means of which the Government of India was then 
administering the country. In fact, the situation in India 
gave rise to considerable anxiety. Peaceful non-co-opera- 
tion, as advocated by Mr Gandhi, had degenerated in many 
places into violent aggression; thousands had been im- 
prisoned; and the resources of the Government were begin- 
ning to feel the strain. The atmosphere, therefore, when 
the Conference opened, was scarcely propitious, and the 
action of the Indian moderates in attempting constructive 
work at that moment deserves recognition. It is important 
to remember that it was repeatedly stated that none of the 
representatives was bound by the provisional decisions 
reached at the first session, although a statement of the 
British Government’s views was made by the Prime 
Minister at the conclusion of the session on January 19, 
1931. 

Discussion centred round four main principles: 
(i) Federation with safeguards, (ii) responsibility, (iii) status 
and (iv) the communal question. The States’ representa- 
tives made an early declaration in favour of federation with 
the definite provisos that the principle of responsibility at 
the federal centre was conceded and that the powers te be 
surrendered to the federation were acceptable to the States. 
The British Indian representatives (both Hindu and 
Moslem) accepted this and admitted the necessity of certain 
safeguards during a transitional period. But the demands 
of the Moslems and other minorities for special safeguards 
though the subject of prolonged discussions both in the 
Conference and between the British Indian representatives 
alone, could not be satisfactorily settled. Nor was the 
question of status spvecificallv settled, but it became clear 
that full Dominion Status could not be granted. A number 
of provisional proposals were made in the reports of the 
various sub-committees, but the genera] plan had to be 





* Report of the Indian States Committee (Cmd. 3302 of 1929). 
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further worked out before these could be adopted. It will, 
therefore, be more convenient not to examine these here, 
but to refer to them later when the whole scheme is 
examined in detail. 

The final statement of the Government* (in which it 
was understood that the Liberal representatives acquiesced 
in the main, while the Conservative representatives reserved 
their attitude) contained the general lines of the new scheme 
as far as it had been agreed, as follows :— 


1. ‘The view of His Majesty’s Government is that re- 
sponsibility for the government of India should be placed 
upon Legislatures, Central and Provincial, with such pro- 
visions as May be necessary to guarantee, during a period 
of transition, the observance of certain obligations and to 
meet other special circumstances, and also with such 
guarantees as are required by minorities to protect their 
political liberties and rights.’’ But the reserved powers 
were to be “so framed and exercised as not to prejudice 
the advance of India through the new Constitution to full 
responsibility for her own government.” 


2. The Central Government was to be a federation of 
all-India, embracing both the States and British India in 
a bi-cameral legislature, which, however, was only to have 
authority, in regard to the States, in such matters as might 
be ceded to it by the Rulers. In all other matters the 
relations of the Princes were to be with the Crown, acting 
through the Agency of the Viceroy. 


3. The Executive was to be responsible to such a federal 
legislature, subject to the safeguards set out below. 


4. Defence and External Affairs were to be reserved to 
the Governor-General, who was also to have powers to 
maintain the peace and tranquillity of the State in an 
emergency, and to protect the constitutional rights of 
Minorities. 


5. The Indian Government was to have full financial 
responsibility for the methods of raising revenue and for 
expenditure on non-reserved services, but expenditure on 
reserved services was to be under the control of the Governor- 
General, who was also to be responsible for existing financial 
obligations and for the maintenance of the financial stability 
and credit of India. 


6. There was to be complete provincial autonomy, with 
joint ministerial responsibility to an enlarged Legislature, 
subject only to the power of the Federal Government to 
secure its administration of federal subjects and to discharge 
its responsibility for subjects of all-India concern, as well 
as to the special powers of the Governor to secure, in ex- 
ceptional circumstances, the preservation of peace and 
tranquillity and to guarantee the rights of the minorities 
and public services. 


Thus, though the full demands of India were not met, 
the prospect of an All-India Federation and the granting of 
responsibility with safeguards at the Federal Centre repre- 
sented a great step forward. 

It did not seem possible, however, to proceed further 
at the moment, and all delegations were anxious to 
examine the problems further and to have an opportunity 
of explaining the proposals to public opinion in their re- 
spective countries. The Conference accordingly adjourned 
and the second session was not held until September, 1931, 
by which time a number of things had happened both in 
England and in India. In India, after prolonged negotia- 
tions, the famous Irwin-Gandhi pact had been reached in 
March, 1931, under which Congress agreed to withdraw 
its policy of non co-operation and political boycott, and the 
nationalist leaders were released from prison. Future nego- 
tiations were to be conducted on the basis of the Round 
Table Conference Report and Mr Gandhi eventually agreed 
to attend the next session of the Conference as the sole repre- 
sentative of Congress. He had wished to make a number 
of preliminary conditions, such as the right of India to 
complete independence, but accepted the Viceroy’s state- 
ment that no relevant question would be banned from dis- 
cussion, although there were many which it would be un- 
wise to raise. In England, the Labour Government had 
resigned and the first National Government had taken its 
place in August, 1931, so that the second session of the 
Conference opened in an atmosphere of uncertainty on 
both sides on September 7, 1931. 


Ses sesssncusnessnsnsesenssneeeces 


* Indian Round Table Conference (Cmd. 3722 of 1931). 
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At this session, which lasted until December 1, 1931 
some progress was made in framing the details of thy 
federai structure. Any real advance, however, proved ty 
be impossible owing to two difficulties, namely, the hesits. 
tion and doubts of some of the Princes, coupled with the 
dithiculty of settling the amount of their representation jy 
the federal legislature, and the failure to achieve any sett. 
ment of the communal question. The Moslems claimed 
weighted representation in the legislatures in province 
where they were in a minority, and representation accord. 
ing to population in majority provinces, as well as one. 
third of the seats in the federal legislature and statutory 
representation in the federal executive. Mr Gandhi, op 
the other hand, refused to admit the principle of separat, 
electorates. No important decisions were, therefore, taken 
at the second session and the Prime Minister, in his Closing 
speech, could do little more than recapitulate his previous 
statement, urge the necessity of a communal settlement 
and announce that three Committees would be despatched 
to India to examine in detail the problems of federaj 
finance, the franchise, and the financial problems con- 
nected with certain individual States. 

Congress, however, tied by the resolution in favour of 
independence passed at its Calcutta meeting in December, 
1928, rejected the Conference plan on the ground that it 
did not go far enough. Mr Gandhi had, indeed, made his 
own view clear before he left London and, after his retum 
to India and the refusal of the Governor-General to re-open 
the question, non-co-operation was revived and M 
Gandhi, with many of his lieutenants, was again arrested. 
It proved, however, impossible to revive Indian enthusiasm 
to the same extent as before, and it is probable that the 
beginning of a decline in power both of Mr Gandhi and of 
Congress dates from this time. In England, the Con- 
servative leaders had accepted the plan and Parliament 
confirmed the Government’s announcement of its intention 
to proceed with the working out of the details of the 
scheme, subject always to the decision of Parliament when 
the final proposals were submitted to it. Thereafter con- 
sultation continued in India and the Federal Finance Com- 
mittee and the Franchise Committee visited India, report- 
ing in March and May, 1932, respectively. 

In August, 1932, after the failure of further inter-com- 
munal negotiations in India, the British Government issued 
a ‘‘ communal award ’’ covering the allocation of seats in 
Provincial Legislature.* It could not be extended to cover 
the Federal Legislature, owing to the lack of decision about 
the number of seats to be allocated to the States’ repre- 
sentatives. This award, which could not be altered except 
with the consent of all the communities affected, continued 
the principle of separate electorates for, inter alia, the 
Moslems and--for a period of twenty years—for the De- 
pressed Classes. f 

The Award was accepted by the Moslems and not 
strongly opposed by many moderate Hindus. Congress, 
however, became divided on the point, the majority hold- 
ing that the award must be worked until the holding 0! 
an All-India convention to establish a constitution, while 
a minority under Pandit Malaviya tormed a_ separate 
‘‘ Nationalist ’’ party pledged to oppose the award to the 
end. 

A third session of the Conference was held in London 
from November to December, 1932, but was mainly 
occupied in discussing details and in negotiations with the 
States’ representatives, who declared, however, that the 
States must see the completed proposals before finally com- 
mitting themselves. Congress was not represented on this 
occasion. 

Detailed proposals, based on the various reports issued 
by the Conference, were now prepared by the Govern- 
ment and issued in March, 1933, in the document which 5 
commonly known as ‘‘ The White Paper.’’{ The Conserva- 
tive Party was, however, by no means united behind tts 
leaders in support of the policy set out in ‘‘ The White 
Paper,’’ and, apart from the extreme Right Wing, there 


* Cmd. No. 4147 of 1932. 

+ The provisions regarding the Depressed Classes were subst: 
quently varied by the parties concerned. For details of the Awat 
and of the variations see Section 4 (b). s 

t Proposals for Indian Constitutional Reform. Cmd. 4268 © 
1933. 








—_— 





was 
wel 
pro 
wit! 
Oct 
well 
apr 
Pay 


tr. 


eX] 
cou 
Col 
ma 
cor 
sut 
me 
Co 







































935 


» 1931, 
Of the 
Ved to 
hesita. 
ith the 
tion in 
’ Settle. 
‘aimed 
OViNces 
accord- 
iS One- 
atutory 
lhi, on 
Cparate 
, taken 
Closing 
Tevious 
‘lement 
Matched 
federal 
IS con- 


our of 
ember, 
that it 
ade his 
retum 
'e-open 
1d Mr 
Tested. 
usiasm 
nat the 
and of 
> Con- 
lament 
tention 
of the 
t when 
T con- 
» Com- 
report 


r-com- 
issued 
pats in 
) cover 
about 
repre- 
except 
tinued 
a, the 
ie De- 


d_ not 
1gTESS, 
hold- 
ing of 
while 
arate 
. the 


ondon 
nainly 
th the 
at the 
r coM- 
n this 


issued 
yvern- 
rich is 
serva- 
nd its 
White 

there 


ew 


subse- 
Award 


268 ol 





February 2, 1935 

See coer lieatastameactinvensietinoeereiatoemennrae 
yas known to be considerable disquietude in the party, as 
well as in local organisations throughout the country. The 
oocedure laid down by the Government (in accordance 
with the Prime Minister’s undertaking in his letter of 
(ctober 25, 1929, to Sir John Simon) was that a Joint 
select Committee of both Houses of Parliament should be 
appointed to consider proposals contained in ‘‘ The White 
Paper ’’ and report on them to Parliament, before the in- 
soduction of the Bill. The Conservative leaders, therefore, 
urged their followers to abstain from action until this pro- 
cedure had been carried out and promised that the Party, 
as well as Parliament, would be given an opportunity of 
expressing its views freely on the proposals before the 
country was committed to them. In the result both the 
Conservative Party and Parliament approved, by large 
majorities, of the proposals, with the slight modifications 
contained in the Report of the Joint Select Committee. In 
substance, therefore, the Act about to be debated in Parlia- 
ment is the result of the proceedings of the Round Table 
Conference. 


THE REPORT OF THE JOINT SELECT 
COMMITTEE 


The Joint Select Committee, which was appointed on 
April 11, 1933, was composed of 16 members of the House 
of Lords and 16 members of the House of Commons, under 
the Chairmanship of the Marquis of Linlithgow. All parties 
were represented in the Committee with the exception of 
the extreme Right Wing, which refused the participation 
offered to it; and the majority of members were men of 
previous experience of Indian affairs. It was appointed 
to consider the future government of India and, in par- 
ticular, to examine and report upon the proposals con- 
tained in the White Paper. It was given power to call into 
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consultation representatives of the Indian States and of 
British-India and altogether 40 delegates trom India 
attended their deliberations. But the Report* to the 
Houses of Parliament (which was published on October 31, 
1934), is, of course, the report of the Committee alone. 
Parliamentary procedure does not permit of a minority 
report being made. The views, therefore, of the five 
Conservative members who were opposed to the White 
Paper and to the Committee’s Report only appear in the 
proceedings of the Committee in the form of amendments 
moved at various stages of the Committee’s work. Sub- 
sequently, however, they issued a joint statement of their 
views. The proceedings also contain a draft report—which 
is, in effect, also a minority report—by the Labour repre- 
sentatives on the Committee. 


The Report of the Committee itself must be studied in 
conjunction with the White Paper, since it does not set out 
the proposals in all the detail in which they are contained 
in the White Paper. At the same time, the Report surveys 
the whole field of the proposed Constitution and gives the 
arguments both for and against many of the proposals, as 
well as the reasons on which its conclusions were based. 
The points of actual divergence between the Committee’s 
Report and the White Paper are few in number, the main 
changes being concerned with the powers of the Governor 
to secure the maintenance of law and order in the Pro- 
vinces, and the method of election to the Federal Legisla- 
tive Assembly. It is proposed, therefore, to examine the 
Report and the White Paper together. The principal re- 
spect in which the Government of India Bill, issued last 
week, departs from the Report is in its extension of the 
jurisdiction of the Federal Court to federal laws as well as 
to the Constitution Act. This is a return to the White 
Paper. 





* Joint Committee on Indian Constitutional Reform. (Vol. 1. 


Part 1. Report). H.L.6. H.C.5. 1934. 





THE PRINCIPLES OF 


[uz proposed Constitution is based on the four prin- 
aiples of All-India Federation, Self-Government, Respon- 
sibility and Decentralisation. As, however, the object of 
the proposals is not to reach forthwith the goal of full 
Dominion status within the Empire, but is limited to an 
advance in that direction, these principles cannot be applied 
n full over the whole field of government. The analysis 
Which follows will show how far it has been possible to 
apply each principle. 


The principle of Federation has been under considera- 
ton for some time. The authors of the Montagu-Chelms- 
ord Report regarded it as a desirable objective; and the 
‘tatutory Commission, while assuming that the Princes 
‘tre not then ready for it, nevertheless attempted to ad- 
‘ance towards it by proposing the immediate establish- 
ment of a Consultative Federal Council occupied with 
matters of common concern. It remained for the Round 
Table Conference, at the suggestion of the Princes them- 
‘elves, to set it up as the immediate goal. 


the principles of Self-Government and Responsibility 
‘ete accepted as the final aim in the Montagu-Chelmsford 
Report and a first step towards them was made in the 
; 1ovinces. The Statutory Commission recommended their 
tull application in the Provinces, but not at the Centre; 
but the Round Table Conference recommended the appli- 
‘ation of these two principles at once in both the Pro- 
‘inces and the Centre, subject to certain temporary 
‘tstrictions in the latter case. No specific time limit has 
‘ver been put on these restrictions, though both the Con- 
ference Report and the White Paper refer to them 
as hecessary during a transitory period. The Joint Select 
‘mmittee does not make specific reference to this ques- 
"on, but its function was to examine the proposals from 





THE CONSTITUTION 


the point of view of their embodiment in a Constitution 
Act and not an act of prophecy. 

Decentralisation, which had begun in the administrative 
sphere at an even earlier date, was made implicit in the 
Montagu-Chelmsford Report by the introduction of dyarchy 
in the Provinces, and has been accepted in the form of 
provincial autonomy by all subsequent proposals. It also 
follows, of course, that the control of the Imperial Parlia- 
ment must be relaxed in proportion to the degree of de- 
centralisation and responsibility proposed. 


The Formation of a Federation 


A Federation is normally formed by the surrender by 
a number of autonomous units of certain of their sovereign 
rights in matters of common interest to a central constitu- 
tional body, which exercises these rights on their behalf. 
But, in the case of India, certain dissimilarities in the poli- 
tical organisation of the units of federation render this 
impossible. The Indian States are indeed autonomous units 
which, by a series of individual treaties and agreements, 
have recognised the suzerainty of the King Emperor, but 
form no part of His dominions. The Governor-General in 
Council acts as the agent of the Crown and the relations of 
the Princes with British India are conducted through the 
same channel. British India, on the other hand, is a 
unitary State of which the administrative control is centred 
by Act of the Imperial Parliament in the Secretary of State 
for India, who is, of course, himself responsible to Parlia- 
ment. The superintendence, direction and control of the 
government of India is vested by law in the Governor- 
General in Council, but all acts of the Governor-General in 
Council are subject in turn to the superintendence, direc- 
tion and control of the Secretary of State, except in so far 


pplement 
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as there has been a voluntary relaxation of such control in 
the transferred provincial sphere. Such authority as the 
Provincial Governments possess is derived by a form of 
delegation, through the Government of India, and is sub- 
ject to the ultimate control of the Secretary of State. 


The constitution of a federation consisting of the States 
on the one side and British India as a whole on the other 
was considered by the Round Table Conference, but re- 
jected as impracticable for a number of reasons, including 
the fact that such an arrangement would impose a tier of 
three governments on every British-Indian citizen. It has, 
therefore, been decided to create a federation consisting of 
the States and the Provinces of British India. 


The procedure to be adopted to bring about this result 
will be as follows. In the case of British India, the repeal 
of the existing Government of India Act will restore all 
governmental powers to the Crown, and these will in future 
be divided and made exercisable on behalf of the Crown 
by (a) the Governor-General and (b) Governors, the division 
of powers between these authorities being carefully defined. 
In the case of the States, the Rulers will delegate to the 
federal authorities such of their powers as they are prepared 
to surrender and, since Parliament has no power to legis- 
late in this matter, each Ruler will have to execute an Instru- 
ment of Accession in which the powers to be delegated will 
be set out. The Joint Select Committee express the hope 
that these instruments will be as nearly uniform as possible, 
but certain existing nights may have to be provided for in 
special cases. In any case, the representatives of the Princes 
have declared that they are not prepared to delegate as full 
powers to the Federation as will be delegated to it by the 
Crown with regard to the Provinces. The authority of the 
Federation will, therefore, not be equal in the States and 
Provinces, but in certain matters it will exercise an authority 
over the Provinces which it will not exercise over the States. 


Such powers of the Crown in respect of the States as are 


not requisite for federal purposes will be exercised in future 
by the Viceroy as the Agent of the Crown. The office of 
Viceroy will be a separate office constituted by Letters 
Patent, but will always be held by the Governor-General. 


Provision had also to be made for dealing with certain 
matters (e.g. criminal law, income tax, etc.) which were 
lederal in nature, but in respect of which the States had not 
surrendered their rights to the Federation. It would clearly 
be unfair for the representatives of the States in the Federal 
Legislature to vote on proposals solely concerned with such 
British-Indian matters. On the other hand, it would be 
very difficult to include in the Constitution provisions to 
secure that these matters should be dealt with by the British- 


THE ECONOMIST 


February 2, 1935 


Indian representatives only. It is now proposed, with the 
concurrence of the States’ representatives, to leave it to their 
good sense to abstain from participation when such matte 
are under discussion. But the suggestion is made that Bills 
which affect British India only should be referred to a Com. 
mittee consisting of British-Indian representatives, with the 
addition of one or two States’ representatives, if desired, 


The scheme outlined above, which was evolved at the 
various sessions of the Federal Structure Sub-Committee of 
the Round Table Conference, involves in the main questions 
of form and method rather than of principle. It has, how. 
ever, been criticised in some quarters, notably in the Joint 
Select Committee Minority Statement, on account of the in. 
equality of status of the units of federation. But no 
alternative suggestion was made. The Committee itself, 
while recognising the force of the criticism, did not regard 
it as of sufficient weight to justify the abandonment of a 
federal solution. 


It should be pointed out, however, that as the adherence 
of the States to the Federation will be based on a voluntary 
surrender of powers, their adherence cannot be obtained nor 
can their Instruments of Accession be completed until the 
new Constitution Act has been passed by Parliament and 
the Rulers have thus been enabled to see the final form of 
the constitution. To guard against the possibility that the 
Federation might be established with the adherence of none 
or only a small number of the States, the Committee has 
proposed that the Federation should only be established 
‘by a Royal Proclamation) after the Rulers of States repre- 
senting at least half the total population of the States and 
entitled to at least half the seats allotted to the States in the 
Federal Upper Chambers have signified their desire to 
adhere to the Federation.* 


* The other conditions to be fulfilled before Federation can be 
established are: — 

1. The establishment in working order of a Reserve Bank ona 
sound basis and free from political influence. This is now being 
set up and should be working during 1935, on the following 
conditions :— 

The budgetary position of India to be assured, the Pro- 
vinces to be financially solvent, the short-term debt both 
in London and in India existing in 1932 to be substantially te- 
duced, adequate reserves to have been accumulated, and _ India’s 
normal export surplus to have been restored. If these financial 
pre-requisites have not been fulfilled, His Majesty's Government 
are pledged to call into consultation representatives of Indian 
opinion. Conditions have, however, improved since 1932 and it 
would not, perhaps, be unduly optimistic to anticipate that these 
conditions will have been fulfilled when the time comes. 

2. As provided in the White Paper, Federation is only to be 
brought into being by a Royal Proclamation after both Houses of 
Parliament have presented an Address to the Crown, although the 
remainder of the Act will have come into force in the ordinary way. 


THE FEDERAL CENTRE 


THE FEDERAL EXECUTIVE 


Tue principle of the responsibility of the Federal Execu- 
tive to the Legislature is established. As a transitory 
measure, however, during this stage of constitutional 
development, the principle is to be modified by removal of 
certain “‘ key ’’ subjects (defence, foreign affairs, and eccle- 
siastical matters) from the purview of the responsible 
Executive and their reservation for the direct control of the 
Governor-General, who will be responsible for them to the 
Secretary of State and Parliament. In addition, he will 
have a specal responsibility for 


(i) the prevention of any grave menace to the peace or 
tranquillity of India, or any part thereof, 


(ii) the safeguarding of the financial stability and credit 
of the Federation, 


(iii) the protection of the rights of the Indian States, 
of the legitimate interests of Minorities and of 


the rights and legitimate interests of the Public 
Services, 


(iv) the prevention of commercial discrimination,* and 

(v) any matter which affects the administration of any 
department under the direction and control 0! 
the Governor-General. 


His special responsibility in these matters will take the 
form of the right to reject the advice of his Ministers and 
act on his own initiative if, in his opinion, the advice of 
his Ministers endangers the interests for which he has this 
special responsibility. It will be seen, therefore, that apart 
from the three reserved subjects, his powers will not be 
ordinarily called into use, but will only be exercisable 10 
the event of his Ministers desiring to take action which 
would be, in his opinion, to the detriment of certain interests 
which are considered to need special protection. The 
Governor-General will also have powers to take over the 
whole administration in the event of a breakdown of the 
constitution. 


It is not to be supposed, however, that the Governor 
General will be able, in view of his many other duties, t 
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* See page 18 below. 
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ary out his special responsibilities unaided. It is pro- 
oosed, therefore, with the concurrence of the Indian Dele- 
zation to the Joint Select Committee, that the Governor- 
General should, after consultation with his Ministers, ap- 
ont a Financial Adviser to assist him in carrying out his 
special responsibility for the maintenance of the financial 
gability and credit of India. The Financial Adviser would 
got interfere in day-to-day financial business and would 
have no Official relationship with the Ministers, but would, 
of course, be available for consultation by them. The 
Governor-General would also have a staff for his assistance 
in connection with his other special responsibilities, but no 
precise proposals are made in this connection. 


In one other respect, certain powers now vested in the 
Governor-General in Council will not fall within the pur- 
view of the Federal Executive. As stated above, the powers 
of the Crown over the Indian States, which are at present 
exercised through this agency, will henceforward be split 
into two. Those powers which are concerned with matters 
which will be under the control of the Federation will, of 
course, be exercisable by the Governor-General acting on 
the advice of his Ministers; but those powers which refer to 
other matters affecting 
the States or the Rulers 
will in future be exercis- 
able by the Viceroy as the 
agent of the Crown. The 
ofice of Viceroy will be 
created by — separate 
Letters Patent from that 
of the Governor-General, 


PROVINCES AND 


Bengal 


although the same indivi- Bombay 
dual will occupy both Madras 
posts. (= 


The extent of responsi- Assam 


bility to be established 
and the limitations upon 
ithave now been set out, 
but it is of equal import- 
ance to see how the carry- 
ing out of this principle of 
responsibility is to be en- 
sured. It has appeared 
io the framers of the Con- 
stitution to be very desir- 
able to introduce a certain 
measure of flexibility in 
this respect, in view of 
the experimental nature 
of many of the changes to 
be made. It is, in fact, 
proposed to achieve this 
by the extension of an ex- 
isting constitutional prac- 
ticeofsome interest. When 
4 new Governor-General 
or Governor is appointed 
‘0 any British dominion 
or dependency, he receives not only the Letters Patentof his 
office, but also a second document containing instructions 
which cannot suitably be expressed in the Constitutional 
Act as to how he should interpret his duties. Many of the 
points contained in it are not embodied in Acts of Parlia- 
ment in England, but are matters of custom and usage. The 
Governor-General of India (as well as the provincial Gov- 
‘Mors) will receive such a document, but it is proposed to 
make it fuller than usual and that it should be altered from 
ume to time with the object of varying constitutional prac- 
ice without the labour of passing a new Act of Parliament. 
In order, however, that the control of Parliament over each 
‘tage of the development may be maintained, the draft new 
Instrument of Instructions and any amendments which may 
€ made from time to time will be laid before both Houses 
of Parliament before it is submitted to the King. 


Bihar and Orissa. 


Central Provinces 

Punjab 

United Provinces 

North West Fron- 
tier Province... 

Burma 


Jammu and 
~ Kashmir 
Hyderabad 
Mysore 
(;walior 


s 


This document will now contain instructions to the 
Governor-General as to his relationship with his Ministers. 
In addition to defining his relationship with his Ministers in 
‘gard to his special responsibilities, it will require him to 
use his best endeavours to select his Ministers in consultation 
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with the person who, in his judgment, is likely to com- 
mand the largest following in the Legislature and to ap- 
point those persons, including as far as possible members 
of important Minority communities and representatives of 
the States-members of the Federation, who will best be in a 
position collectively to command the confidence of the 
Legislature. * 


It will have been observed that, in order to avoid the 


difficulties which would result from laying down a definite 


rule as to the inclusion of representatives of Minorities 


and States in the Council of Ministers, it has been left to the 


discretion of the Governor-General to include them if pos- 


sible; and also that, in accordance with the strongly ex- 


pressed wishes of the Moslems and other Minorities, no 
special provision is made for the appointment of a Prime 
Minister, something in the nature of a leading Minister 
being contemplated. In the same way, the principle of 
joint responsibility of Ministers is suggested rather than 
insisted upon, since experience has shown that the prin- 
ciple of joint responsibility is a natural growth which 
can best be achieved by convention rather than by 
any sort of legislative enactment. 
It is of some importance 
,to note the growth of the 
principle of flexibility in 
the proposals. It is, of 
course, much more in 
accordance with Western, 
and particularly British, 
political thought than 
with that of the East. 
The British constitution is 
recognised as the supreme 
example of _ political 
development by conven- 
42,300,000 tions; and their own ex- 
and perience has no doubt 
largely influenced the 
minds of the framers of 
the new Indian constitu- 
tion, though they have 
also clearly felt that, par- 
ticularly in view of 
political inexperience in 
India and of the great and 
simultaneous changes to 
be made in the Centre 
and the Provinces, it was 
14,400,000 impossible to foretell how 
6,600,000 the new Constitution 
3,500,000 would work in practice 
and that, therefore, a cer- 
tain amount of flexibility 
was desirable. The Indian 
representatives, on the 
other hand, who were 
called into consultation at 
various stages, would 
have preferred the laying down of more definite pro- 
visions on many points. This was partly due to the fact 
that Indian thought prefers the written word and partly 
because they feared that that very flexibility which the 
British regarded as providing an opportunity for relaxing 
control if the new Constitution proved a success, would re- 
sult in increased British control in the opposite event. 
This account, however, of the functions of the Executive 
with regard to the subjects for which it is responsible to 
the Legislature, subject to the Governor-General’s special 
responsibilities, is only half the picture. There remains 
that sphere to which the principle of responsibility is not to 
be applied, namely, the Reserved Subjects of defence, 
foreign affairs and ecclesiastical matters. It is proposed 


POPULATION 


51,000,000 
(more than Great Britain). 
27,000,000 
47,000,000 
- Great Britain). 
9,200,000 
= Belgium) 


18,000,000 
24,000,000 
49,000,000 


4,684,364 
14,667,146 
of whom 12,348,037 
are Buddhists). 


3,600 000 








* It is of interest to note that the idea of flexibility in connec- 
tion with the appointment of the Governor-General’s advisors first 
occurs in the Report of the Statutory Commission which recom- 
mended that instructions to this end should be included in Rules 
under the Act, which would be laid before Parliament in the way 
now proposed for the Instrument of Instructions. Their idea in 


this case was to facilitate the gradual change in the position of the 
members of the Council from that of non-responsible to respon- 
sible Ministers. 
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that these subjects, and the Departments dealing with 
them, should be entirely withdrawn from the control oi 
Ministers and should remain under the control of the 
Governor-General, who would be responsible for them to 
the Secretary of State and Parliament. Their administra- 
tion would be carried out by not more than three coun- 
cillors who would be appointed by the Governor-General 
and be responsible to him. 

The most important of these three subjects is defence, 
which in India includes three different branches, defence 
against external aggression, internal security in the event 
of civil disturbance too serious for the police forces to 
control, and the internal and external protection of the 
States under their treaties and agreements. The problem 
is complicated by the presence of a British Army in India 
to strengthen the Indian Army and by the fact that even 
now, although Indianisation has been hastened, the Indian 
Army is largely officered by British officers. It has been 
decided, therefore, partly for reasons of personnel, partly 
because the Army is in the last instance the guardian of 
internal security and partly because State rights outside 
the federation are concerned, that the control of defence 
cannot yet be handed over to a responsible Indian Govern- 
ment. 

But defence is a subject which, in case of emergency, 
affects more than one department, and consequently, in 
addition to the reservation of defence, the Governor- 
General will be able, through his special responsibility 
for the peace or tranquillity of India, to obtain, in the event 
of any lack of co-operation from other departments in case 
of emergency, the assistance and support from them which 
he requires for his defence measures. Moreover, defence 
expenditure will be non-votable by the Legislature, 
although, in deference to Indian opinion, an opportunity 
will be given to the Council of Ministers and the Legislature 
to consider and express views on it. Indian opinion, while 
generally recognising the necessity for the retention of the 
British Army in India, is very strong in its desire to control 
defence policy and expenditure as far as possible and to 
hasten the time when defence may cease to be a reserved 
subject. : 

The Statutory Commission, which was opposed to 
dyarchy at the Centre as much as to the complete respon- 
sibility of the Executive to a British-Indian Legislature, 
nevertheless recommended that defence should be made 
the direct responsibility of the Imperial Government 
instead of that of the Government of India. The expressed 
object of this proposal was to avoid the holding up of consti- 
tutional advance in the future because of the problem of 
defence. This proposal was not favourably received by 
Indians, as they regarded it as removing all hope of the 
ultimate Indian control of defence, and it was also criti- 
cised in England as tending to isolate it too much from 
other departments and to concentrate Indian feeling against 
it. The Round Table Conference, therefore, advocated 
broadly the solution subsequently adopted in the White 
Paper and the Report of the Joint Select Committee, 
namely the reservation of defence, coupled with an increase 
in the pace of Indianisation. 

It was necessary to reserve the subject of Foreign Affairs, 
since within the Empire the conduct of Foreign Affairs is 
centred—normally, at least—with the Imperial Govern- 
ment. Ecclesiastical Affairs, which refer to the Christian 
Church in India and not to matters affecting indigenous 
religions, are also reserved. 

From the above summary, it is clear that the Federal 
Government will no longer be unitary, but will become 
completely dyarchical in form. Extreme Indian opinion 
opposes dyarchy at the Centre because it regards a unitary 
responsible government as essential to the proper develop- 
ment of Indian life. The Statutory Commission, on the 
other hand, was opposed to dyarchy at the Centre on the 
ground that, in view of the extremism of modern Indian 
political opinion, it would destroy any hope of that strong 
central government for British India which would be neces- 
sary if provincial autonomy was to be introduced. Extreme 
British opinion still holds this view, even in a Federal 
Centre. Others, however, feel that the present system 
under which the Executive is not responsible to the Legis- 
lature, but must continually compromise with an irrespon- 
sible Legislature if the system is to work at all, presents 
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greater dangers and difficulties than the proposed new cop. 
stitution. They are, moreover, convinced that Federation 
without a dyarchical Centre would be impossible, since the 
Moslems and Hindus both demand it and the States have 
definitely laid it down that they would not surrender any 
rights to a Federation in which there was not a conside;. 
able element of responsibility. Their reason for making 
this condition is that they would otherwise be surrendering 
some of their existing sovereign rights to an authority over 
which they had no control. 


But the essential difficulty of dyarchy remains, namely 
to secure co-operation between the two parts of the Gover. 
ment. The Instrument of Instructions to the Governor 
General will require him to encourage joint discussion and 
consultation between Councillors and Ministers as far as 
possible. Moreover, it is hoped that the device by which, 
in the event of a dispute and the exercise by the Governor. 
General of his special powers, the Council of Ministers will 
be freed from all responsibility for his action, will facilitate 
the position of Ministers. It is, of course, impossible to 
foretell the course of events, but it is clear that the flexi- 
bility of the Governor-General’s instructions, while greatly 
increasing his personal burdens, will help to avoid 
deadlocks. 


THE FEDERAL LEGISLATURE 


The position of the Federal Legislature will be very 
different from that of the existing Central Legislature, since 
it will have complete power in respect of the whole sphere 
entrusted to it, save only for the Governor-General’s 
reserve powers in connection with his special responsibili- 
ties. The Federal Ministers will, of course, be responsible 
to it in all matters under their control. With regard to 
reserved subjects, though it will have legislative power, il 
will not control the Executive, but will be able to exercise 
a certain measure of influence. In order, however, te 
ensure the independence of the reserved subjects and 
the effectiveness of the Governor-General’s special powers, 
it is necessary to introduce certain ‘‘ safeguarding ’’ pro- 
visions into the Act. In the first place, the Governor- 
General may withhold his assent to any Bill or reservi 
it for the King’s pleasure, and any legislative  pro- 
posals which affect any reserved department, or the 
currency of the Federation or the Reserve Bank wil 
require the previous sanction of the Governor-General. H 
may also present a Bill to the Legislature and declare that 
it is essential to his special responsibilities that the Bill 
should become law by a certain date. If the Legislature 
does not so pass the Bill, he may enact it as a Governor- 
General's Act on his own responsibility. A complete federa! 
budget will be presented to the Legislature, divided into 
votable and non-votable heads, though both may b& 
discussed. Non-votable heads will include expenses 
in connection with the reserved departments, the public 
debt, the Indian States, the Secretary of State’s duties 
under the Act, and certain salaries and __ pensions. 
The Governor-General may also, if he thinks fit, 
issue Ordinances for a period of six months (with 
prolongation for a further six months) on any matter 
affecting the reserved departments or his special respon- 
sibilities. In an emergency he may also issue Ordinances. 
with the consent of his Ministers, in respect of matters 
falling within the purview of the Legislature. Finally, ™ 
the event of a breakdown of the Constitution he may 
assume any powers vested by law in any federal authority, 
but his Proclamation thereof must be laid before Parlia- 
ment and will lapse after six months unless approved by 
Parliament. 


The Legislature will consist of two Chambers, the 
Council of State and the Legislative Assembly. Much 
controversy has surrounded the composition of these tw? 
chambers, as to size, allocation of seats and methods of 
election at all stages of the constitutional deliberations. 


Ever since the Report of the Statutory Commission it has 
been recognised that it would be impossible to have 
chambers of a reasonable size under a system of direct 
election if constituencies of a size which would be manage 
able according to Western ideas are to be established. The 
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Committee has eventually accepted the recommendation in 
the White Paper that the Council of State should consist of 
amaximum of 260 members, of whom 150 would represent 
British India, 100 would represent adherent States* and 
70 would be nominated by the Governor-General; and that 
the Legislative Assembly should consist of not more than 
375 members, of whom 250 would represent British India 
and 125 would represent adherent States. The figure in 
the case of the Upper House was fixed so as to allow the 
States an agreed 4o per cent. of the total representation and 
also approximately 100 seats, which appears to be the 
minimum which can be reasonably allotted among so many 
States. In the Lower House the figure was arrived at on 
a basis which will allow both for the representation of the 
States and of special interests and for the allocation to the 
Moslems of that one-third of British-Indian seats which they 
claim. 


There remains the vexed question of the method of 
election, on which, as far as British India is concerned, 
conflicting recommendations have been made by each suc- 
cessive body which has examined it. The Montagu- 
Chelmsford Report and the Franchise Committee proposed 
indirect election, but their proposal was reversed by the 
Joint Select Committee which reported on the Bill of 1919, 
and the Act provides for direct election. The Statutory 
Commission recommended indirect election on the ground 
of the enormous size of the constituencies if direct election 
were employed. 

The White Paper proposed, in the case of the Upper 
House, indirect election by the Members of the Provincial 


* The Committee approved of a new scheme proposed by the 
Governor-General, after the publication of the White Paper, for 
the allocation of States’ seats. It is based in the Council of State 
on the principle of status as indicated by the dynastic salute and 
other factors, and in the Assembly on population. 
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Legislatures, with special provision, however, for the repre- 
sentation of the Chief Commissioner’s Provinces and of 
Indian Christians, Anglo-Indians and Europeans. The 
Committee agree with this except that in Provinces with 
unicameral legislatures the place of the Upper House in 
the electoral machinery should be taken by special electoral 
colleges. In the case of the Federal Legislative Assembly, 
the White Paper recommended direct election, with separate 
communal electorates in certain cases. The Committee 
decided, by a majority and after prolonged discussion, in 
favour of indirect election by the members of Provincial 
Lower Houses, the seats being divided on a communal 
basis for which the electorate will be the corresponding 
communal Members of the Provincial Lower Houses. The 
reasons which the Committee gave for its decision are the 
great size of the constituencies that would be involved in 
direct election, the great number of voters in such consti- 
tuencies and the likelihood of a further increase if the 
franchise were extended, as well as the difficulty of a mem- 
ber keeping in close touch with his constituency.+ They 
admitted, however, that it might be desirable in the future 
to alter either the system or the form of indirect election, 
and they suggested, therefore, that Parliament should be 
prepared to consider any proposals to this end which the 





+ The Simon Commission Report (Vol. 1, para. 243) gives some 
interesting comparisons between English constituencies and con- 
stituencies for the present Central Legislative Assembly in India. 
The four rural counties of Lincoln, Norfolk, Suffolk, and Rutland, 
which cover an area of some 6,000 square miles and contain a 
population of 1,500,000, return between them 23 representatives to 
Parliament. No single Indian rural constituency covers an area 
of less than 6,000 square miles and the largest contains an area 
of 62,000 square miles. In some cases, the population in a con- 
stituency amounts to as much as six millions. The special Moslem 
constituencies are, of course, larger still. Altogether, British India, 
with an area of over one million square miles, returns 73 rural 
members to the Central Legislative Assembly. 
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Federal Legislature itself might make after a reasonable 
period of experience of the proposed system. 

British-Indian opinion, on the other hand, and some 
sections of British opinion were strongly opposed to in- 
direct election, urging the precedent of other federations, 
the desirability of some direct contact between the 
Federal Legislature and the electorate, and the difficulty of 
obtaining the full effect of a dissolution if the composition 
of the provincial legislatures had not altered since the last 
federal dissolution.* The States’ representatives have not 
expressed their views, since the Committee has accepted 
the proposal contained in the White Paper that the repre- 
sentatives of the States should not be elected but should 
be appointed by their Rulers (the smaller States being 
grouped together in some cases for this purpose). Indeed, 
the Rulers refused to agree to any other procedure, though 
in a few States the Ruler will no doubt consult the State 
Legislature before appointing his representatives. One 
further point deserves attention. The White Paper pro- 
posed that the Council of State should have a life of seven 
years and the Assembly a life of five years. The Com- 
mittee accepted this proposal for the Assembly, but recom- 
mend that the Members of the Council of State should be 
elected for nine years, while one-third should retire at 
the end of every third year. It also increased the financial 
powers of the Upper House and recommended that pro- 
vision should be made for a joint session of both Houses 
in the event of disagreement between them. 

Such is the scheme for the Federal Centre. When the 
proposals for the remainder of the Constitution have been 
examined, the arguments both of the opponents and of the 
supporters of the new Constitution as a whole will be set 
out. Meanwhile, however, it may be useful to point out 
that the scheme for the Federal Centre appears to have 
three main difficulties. The first and most important is 
that of combining with the principle of dyarchy a strong 
central government, able and ready to act with decision 
when vital issues are concerned. This can only be achieved 
if the two halves of the Government work together with 
this object. It has been noted above that the inclusion of 
certain matters in the Instrument of Instructions of the 











* If new members of the Federal Assembly were elected by pro- 
vincial Lower Houses which had already been in existence for 
nearly their full life of five years, they would at the end of their 
term represent the views expressed by the original electorate nearly 
eight years previously. 
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Governor-General instead of in the Act will provide some 
measure of flexibility; but in the end much must depend 
on the good sense not only of the Governor-General’s official 
Councillors but also of his Ministers and the Legislature, 

The second difficulty is the tremendous onus thrown on 
the Governor-General who will not only have to be respon- 
sible to Parliament for the reserved side, watch over the 
transferred side, have due regard to his special responsi- 
bilities and maintain co-operation between the two sides, 
but will also, as Viceroy, be responsible for relations with 
the Indian States in those matters which do not fall within 
the purview of the Federation. In all these spheres he will 
presumably have a wide personal discretion. The third 
difficulty is the relationship between the Federal Centre 
and the Provinces, which is considered in the next Section. 


THE FEDERAL AND PROVINCIAL 
FIELDS 


In view of the proposed establishment of provincial auto- 
nomy involved in the principle of decentralisation, it is 
necessary clearly to define the respective spheres of the 
federal Centre and the Provinces. This is done in the 
White Paper by three lists (which have been accepted with 
minor alterations by the Committee) of subjects which will 
be exclusively federal, exclusively provincial, and those in 
respect of which the Federal Legislature will have concur- 
rent powers of legislation with the Provincial Legislatures. 
As examples of the federal list may be given the reserved 
subjects, railways, shipping, coinage and currency, debt 
and finance, salt, the control of imports and exports, cus- 
toms duties, archeology, etc. 

The provincial list includes local self-government, land 
revenue, agriculture, provincial courts, police, etc. The 
concurrent list, which covers subjects which are in pmn- 
ciple provincial, but in respect of which it is desirable to 
have uniformity of legislation, includes such matters as 
the legal codes, labour legislation and the control of epi- 
demic disease. 

The residuary power—for no lists can be completely 
exhaustive—is to be left to the Governor-General, who will 
be required to exercise his discretion and give a decision in 
any individual cases in which there may be a dispute as to 
whether a subject is federal or provincial. 





THE PROVINCIAL CONSTITUTIONS 


THe new Constitution will apply to the existing Gov- 
ernor’s Provinces and to the new Provinces to be created 
of Sind and Orissa. The status of a Province under the 
proposed scheme would be what is now commonly known 
as ‘* Provincial Autonomy,’’ which is defined as follows in 
the Report of the Joint Select Committee : — 


The scheme of Provincial Autonomy, as we understand 
it, is one whereby ‘each of the Governor’s Provinces will 
possess an Executive and a Legislature having exclusive 
authority within the Province in a precisely defined sphere, 
and in that exclusively provincial sphere broadly free from 
control by the Central Government and Legislature,’ in 
contradistinction to the present system of dyarchy, under 
which “ the Governor-General-in-Council and the Central 
Legislature still exercise an authority throughout the whole 
of the Provinces.* : 

Examination will show how far the new scheme comes 
within this definition and how far the principles of self- 
government, responsibility and decentralisation are 
developed in it. 

The existing Provincial Constitution will be completely 
altered. Dyarchy will be abolished and a unitary Govern- 
ment will be established under a Governor, appointed by 
the King and advised by a Councii of Ministers. The 
Ministers, who must not be officials, will be responsible to 
an elected Legislature with power to legislate over the 
whole field of provincial authority. The Governor will 
ordinarily be bound to accept the advice of his Ministers 





* Report of the Joint Committee on Indian Constitutional 
Reform. Para. 48. 





on all subjects, except Excluded Areas,* which will be his 
special care. He will, however, like the Governor-General, 
have certain special responsibilities and will be required to 
disregard the advice of his Ministers if, in his opinion, such 
advice is in conflict with any of his special responsibilities. 
He will also be given corresponding powers with regard to 
legislation. 


THE PROVINCIAL EXECUTIVES 


It is unnecessary to describe here in detail the relation- 
ship between the Governor and his Ministers, since it would 
be broadly the same as between the Governor-General and 
his Ministers in respect of the transferred sphere. Much of 
it will be defined, as in the case of the Governor-General, 
by an Instrument of Instructions,+ the terms of which will 
have been approved by Parliament, with the same result 
of flexibility. 

The special responsibilities of the Governor will corte- 
spond in general with those of the Governor-General except 
that, as no external debt is involved, he will not have 4 
special responsibility for the financial stability of the Pro- 
vince. On the other hand, he will have a special respon- 
sibility to secure the execution of orders issued by the 





* Excluded Areas are areas whose inhabitants are still in a2 
early stage of civilisation, such as certain hill tribes, etc., and to 
whom it would clearly be impossible to give political institutions. 

+ T.e, the selection of Ministers, joint responsibility to the Legis 
lature and communal representation in the Ministry, though in the 


latter case he will have a greater latitude than the Governor 
General. 
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Governor-General in respect of matters in which he is re- 
spousible LO the Secrevary ot State, e.g. federal reserved 
guojects, Or the prevenuon of any grave menace to the 
peace and tranquility of india. ‘Lhe special responsibilities 
ot tne Governor wil, thereiore, be: 


(a) The prevention of any grave menace to the peace 
or tranquillity of the Province. 

(b) The sateguarding of the legitimate interests of 
minoriues. 

(c) The safeguarding of the rights and legitimate in- 
terests of members of the Public Services. 

(d) The prevention of commercial discrimination. 

(e) The protection of the rights of any Indian State. 

(f) The administration of partially Excluded Areas. 

(g) Securing the execution of orders lawfully issued by 
the Governor-General. 


With regard to (a) the Committee rejected the British- 
Indian proposals that the responsibility should only apply 
to subversive movements or crimes of violence and that 
any action taken by the Governor should be confined to the 
department of law and order. 


It is with regard to the sphere of action of the Ministers, 
particularly in respect of law and order, that the strongest 
controversy has been aroused in the provincial sphere. The 
transfer of law and order is opposed by a considerable 
body of opinion in England on the general ground that it 
is too vital a subject to be put under Indian control yet, 
particularly in view of the danger of political pressure on 
the police administration (especially in times of communal 
disturbance), in view of the strength of subversive 
activities, and in view of its close connection with the re- 
served federal subject of defence. The supporters of this 
view propose that law and order should remain as a re- 
served subject. Every Report, however, on constitutional 
teforms from that of the Statutory Commission to that of 
the Joint Select Committee has recommended that law and 
order should be transferred. Those who hold this view 
contend that the subject of ‘‘ law and order ’’ cannot be 
concentrated in one department, but that it affects so many 
departments of government that, if the steps necessary to 
retain it under the control of the Governor or of his official 
representative were taken, the resultant system would be 
but a travesty of responsible government; and that if law 
and order were reserved, all the strength of moderate, as 
well as extreme, Indian opinion would be concentrated 
against that section of the administration in general and 


police in particular, so that it could scarcely function 
efficiently. 


The White Paper proposed certain safeguards against the 
abuse of the transfer, which the Committee accepts, while 
at the same time adding further safeguards of its own. 
After reference to the Governor’s special responsibility with 
regard to the peace and tranquillity of the Province, they 
say: — 

Further, there flows from this special responsibility not 
only the right to overrule his Ministers, but also special 
powers—legislative and financial—to enable him to carry 
into execution any course of action which requires legislative 
provision or the provision of supply. If, therefore, the 
Governor should be of opinion that the action or inaction 
of Ministers is jeopardising the peace or tranquillity of the 
Province, it will be his duty to take action to meet the 
Situation. If the situation is one requiring immediate 
action, he can issue any executive order which he may con- 
sider necessary. If the situation is one which cannot be 
dealt with by an isolated executive order—if the Minister 
in charge of the Department appears unable to administer 
his charge on lines which the Governor regards as consistent 
with the due discharge of his special responsibilities—the 
Governor can dismiss and replace the Minister, or, if 
necessary, the Ministers as a body, with or without resort 
to a dissolution. If he fails to find an alternative Govern- 
ment capable of administering law and order on lines con- 
sistent with the discharge of his special responsibility, he 
will be obliged to declare a breakdown of the constitution, 
and to assume to himself all such powers as he judges 
Tequisite to retrieve the situation. We are not contem- 
plating such a course of events as probable; but if it occurs, 
we point out that provision is made to meet it.* 


reece SD 


* Report of the Joint Committee on Indian Constitutional 
Reform. Para. 92. 
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With regard to the safeguarding of the Police Force 
itself, the Committee, aiter referrmg to the Governor’s 
special responsibility for peace and tranquillity and for the 
rights of the Public Services (including the police), make 
new proposals that the consent of the Governor, in his dis- 
cretion, should be necessary for any alteration of the Police 
Acts or of any of the Rules made under such Acts which 
affect the organisation and discipline of the police and that 
special protection should be given for the reports and in- 
formation of the Special Branch. They also make a new 
proposal that, if it is necessary to meet terroristic activities 
and if the situation cannot otherwise be effectively handled, 
the Governor should have a special power to take over 
any branch of the Government or establish special new 
machinery to effect his purpose. They also recommend 
that, if conditions in Bengal have not materially improved 
when provincial autonomy is inaugurated, the Governor of 
Bengal should exercise this special power forthwith. These 
new provisions, if included in the Act, should enable a 
close control to be maintained in any Province where 
dangerous activities may be developing unchecked. More- 
over, certain provisions are made to ensure that the 
Governor shall be supplied with adequate information for 
the proper discharge of his responsibilities, such as the 
right to send for any official,* the right to make executive 
rules for the conduct of business, and the provision of an 
expert staff. 

If the Governor is properly to carry out his duties, he 
will need, in addition to these executive powers, to have 
certain powers over the Legislature. Some of these powers 
will be the normal powers of the Head of a State, e.g. the 
right to refuse assent to a Bill and the right, with the 
consent of his Ministers, to issue Ordinances in an emer- 
gency if the Legislature is not in session. His other powers 
will be those which are necessary to carry out his special 
responsibilities and are, in most cases, similar to those 
granted to the Governor-General, e.g. the right to require 
the Legislature to pass any Bill necessary to the discharge 
of his special responsibilities and, if it refused to do so, the 
power to enact it as a Governor’s Act. The Governor will 
also have power to issue temporary Ordinances with regard 
to his special responsibilities. Finally, the previous consent 
of the Governor will be necessary for the introduction of 
legislation which repeals or amends a Governor’s Act or 
Ordinance. 

It will be seen here again that all these powers are 
reserve powers intended for use only if the Legislature ex- 
ceeds its authority. In a third category are to be found 
provisions directed to preventing encroachment by the 
Provinces on the federal sphere. 

With regard to finance, the budget will, as in the federal 
legislature, be divided into votable and non-votable heads, 
including appropriations necessary in connection with the 
Governor’s special responsibilities. Non-votable heads will 
include the provincial debt service, expenditure fixed under 
the Constitution Act, and salaries of the Governor, Ministers 
and Judges, as well as salaries and pensions of certain 
members of the Public Services. In this connection, the 
Governor will have power to restore any cuts which the 
Legislature may make in appropriation for expenditure in 
connection with his special responsibilities. His powers with 
regard to the appropriation of revenues will be limited 
to the right to include in the estimates the supplies neces- 
sary for the discharge of his special responsibilities. 

Finally, it has already been stated that he will have 
power to take over all or any part of the Government in the 
event of a breakdown in the Constitution, subject always 
in this case to the control of the Governor-General. 

The reserve powers of the Governor have occupied con- 
siderable space because it is necessary to set them out in 
some detail in order to show that he has really been given 
power to carry out his special responsibilities. To the ex- 
tent that such special responsibilities exist, there must be 








* In addition, Secretaries of Departments will have the duty laid 
upon them of bringing to the notice of the Governor any matter 
under consideration by their department which involves any of 
his special responsibilities. 

t. The Committee recommended a restriction on this power, 
namely, that before enacting such a Governor’s Act, he must 
obtain the concurrence of the Governor-General, and the Act itself 
must subsequently be laid before Parliament. 
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a limitation on the principle of Self-Government. But it 
must be borne in mind that they are reserve powers intended 
to be kept as such and not to be used for the purpose of 
intervening in day-to-day business. The Committee, how- 
ever, make it clear that it regards them as real powers 
which must be used without hesitation when a real neces- 
sity arises, though they express the belief that a good 
Governor will be able to avoid using them on many 
occasions. 


THE PROVINCIAL LEGISLATURES 


The Round Table Conference Report and the White 
Paper recommended unicameral legislatures in all pro- 
vinces except Bengal, the United Provinces, and Bihar, 
in which a Legislative Council was to be established as well 
as a Legislative Assembly. But the White Paper gave a 
bicameral legislature the right after 10 years to abolish its 
Legislative Council, and a unicameral Legislature the right 
to present an address to the Crown praying for the estab- 
lishment of a Legislative Council. The Report of the Joint 
Select Committee added Bombay and Madras to the Pro- 
vinces which were to have bicameral legislatures and made 
the abolition as well as the creation of a second chamber 
subject to an address to the Crown. Further, while the 
White Paper would give the Legislative Council a life of 
seven years, the Committee would make it indissoluble, but 
would provide for the compulsory retirement of one-third 
of the members every three years. The Committee, how- 
ever, accepted the White Paper recommendation that the 
life of a Legislative Assembly should be five years. 


The composition of the Provincial Legislatures has pro- 
vided one of the most intractable problems with which the 
framers of the new Indian Constitution have been faced, 
since it involves the solution of the problem of communal 
representation, in which is embodied the age-old rivalry of 
the two great sections of the population of India. The 
right of the Moslems to separate representation has been 
recognised since the introduction of the Morley-Minto 
reforms, though the principle has been condemned by every 
independent body which has examined the question. 
It does indeed strike at the root of the Western idea of 
democracy by stabilising and making permanent in the 
electorate and the representative body a division which 
may not in the future have as clear-cut a political signifi- 
cance as it has at present. But doubts have frequently 
been expressed in many quarters as to how far Western 
theories of democracy are applicable to the East, and it is, 
of course, not impossible that Indian genius may succeed 
in working a system which would be repugnant to Western 
ideas. In some quarters, moreover, it is hoped that, if the 
vexed question of communal representation is settled— 
however temporarily and unsatisfactorily—in the new con- 
stitution, economic and other interests may lead to a 
blurring of the old communal lines and a rc-orientation of 
political thought in India. 































































































Under the system of indirect election through the Pro- 
vincial Legislatures recommended by the Committee for 
the federal legislature, the communal problem in that body 
is, so to speak, referred back to the composition of the 
Provincial Legislatures. We have seen that the present 
proposals for the provincial (and federal) Executives 
recommend some representation of minorities in the Execu- 
tive, but they leave it to the discretion of the Governor to 
judge whether the circumstances permit of it in each case. 
For there may well be occasions on which the principle of 
joint responsibility may render it impossible. As far as 
representation in the Provincial Legislatures is concerned, 
the British Government for long held the view that a real 
settlement of the question of communal representation 
could only be reached by the parties concerned without 
outside intervention. Many earnest and prolonged 
attempts were made on this basis (as described in the earlier 
historical section of this supplement) both during and after 
the Round Table Conference. Indeed, it was only when 
their failure, owing to the insistence of the Moslems on 
separate electorates and the refusal of the Hindus to agree 
to them, was clearly recognised, that the British Govern- 
ment reluctantly came to the conclusion that an imposed 
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settlement was necessary and issued on August 4, 1932, 
their ‘‘ Communal Award.’’* 

This pronouncement, which the Government declared to 
be unalterable except by agreement between the parties 
concerned, recognised the principle of separate electorates 
for the Moslem, Depressed Class, Sikh, Indian Christian, 
Anglo-Indian and European communities, with special 
seats for women, landlords, industry, universities and 
labour, and on that basis proceeded to a detailed alloca- 
tion of seats in each Legislative Assembly. This allocation 
was based on the principle of population with weightage 
where minorities were so small as not to secure adequate 
representation otherwise. On the other hand, in two of 
the provinces in which the majority of the population is 
Moslem (i.e. Bengal, the Punjab) the Moslems would not 
have a clear majority of seats, but might obtain a majority, 
if Moslems are elected to some of the special seats set aside 
for the representation of the Universities, industry, etc. 
In the North-West Frontier Province and Sind the Moslems 
will have a clear majority. 

The situation with regard to the Depressed Classes re- 
quires special attention. Although in numbers they form 
a by no means insignificant part of the population in many 
Provinces, their distribution and political inexperience 
makes it unlikely that they would secure adequate repre- 
sentation if they were merged in the general electorate. 
The Statutory Commission proposed the reservation of seats 
for them, but their objection to this proposal, like that of 
the Moslems, is that, if their representatives were elected 
to fill reserved seats by an electorate which was predomi- 
nantly caste Hindu, only those candidates who were least 
representative of their community would be elected. No 
definite decision was reached at the Round Table Confer- 
ence, but the ‘‘ Communal Award ’’ provided for their 
special and weighted representation by means of separate 
clectorates for a period of twenty years, but laid down that 
they should also vote in the general electorates, both during 
this period and afterwards. This was strongly attacked by 
Mr Gandhi as creating an artificial division among Hindus 
and he imposed upon himself a “‘ fast unto death ”’ asa 
protest. Under this stimulus, a hasty agreement was 
reached between the caste Hindus and the Depressed 
Classes which was embodied in the Poona Pact of Septem- 
ber 25, 1932, and accepted by the British Government as 
a modification of the Communal Award. Under this agree- 
ment the Depressed Classes abandoned the principle of 
separate electorates and accepted instead the reservation 
of nearly double the number of seats originally allotted to 
them, the candidates for which, however, must be selected 
at a primary election by depressed class voters only. 

The White Paper accepted the Communal Award as 
modified by the Poona Pact and the Committee endorse 
their acceptance of it, in view of the Government's 
announcement. It has also received the approval of the 
Moslems and other Minorities and of a body of moderate 
Hindu opinion, and Congress has officially resolved not to 
oppose it, but to wait till it is in a position to re-make 
the Constitution as a whole, though one section under 
Pandit Malaviya has split with the main body of Congress 
on this point. The Committee points out, however, that 
some criticism has been made of that portion of the Award 
which refers to Bengal, and in general it criticises the 
Poona Pact as depriving the general electorates of too 
many seats for the benefit of the Depressed Classes. __ 

The Communal Award did not cover the Legislative 
Councils. The Committee, however, accepted the pro- 
posal contained in the White Paper that the seats should be 
allocated on the principle set out in the Communal Award. 
but that the Governor should nominate a limited number of 
representatives of minorities which would not otherwise be 
represented owing to the small size of the Councils. 

The existing system of direct election has been favoured 
for the Provincial Legislatures in all the various proposals 
and the Committee adds the stamp of its approval, declar- 
ing that the system of election by groups which had been 
proposed, is not only unsupported by Indian opinion, but 
is also impracticable. , 

With regard to the franchise, the Committee accepts 
all but a few details the proposals of the White Papert, 





* Cmd. No. 4147 of 1932. 
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which were based in turn on the recommendations of the 
Franchise Committee, which reported in 1932. The Statu- 
‘ory Commission had recommended an increase from the 
existing 3 per cent. to 10 per cent. of the total population 
ot British India, and the Round Table Conference had re- 
commended an increase to not less than the 10 per cent. 
proposed by the Statutory Commission nor more than 25 
yer cent. The Franchise Committee made recommenda- 
“ions which would enfranchise about 14 per cent. of the 
total population or 40 per cent. of the adult male popula- 
‘jon. This proposal was adopted in the White Paper and 
accepted by the Committee. The basis of the franchise 
will be a property qualification and certain special quali- 
fications (e.g. educational) designed to secure an adequate 
representation of women and to enfranchise approximately 
10 per cent. of the Depressed Classes. The Committee pays 
particular attention to the proposals regarding the exten- 
sion of the female franchise, which is intended to produce 
a ratio of one female to five male voters. They accept the 
proposals of the White Paper as on the whole “‘ calculated 
to produce an electorate representative of the general mass 
of the population and one which will not deprive any im- 
portant section of the community of the means of giving 
expression to its opinion and desires,’’ as well as redressing 
the balance between town and country. They appear to 
regard any further extension of the franchise as impractic- 
able at present for technical, if not for other, reasons. 

It will be seen from the foregoing that the provincial 
scheme follows the main lines of provincial autonomy as 
outlined in the Statutory Commission’s Report and the 
Round Table Conference, but that the White Paper pro- 
posals, as amended by the Joint Select Committee, have 
strengthened the safeguards in detail. It is of some import- 
ance, indeed, to distinguish in principle between those 
restrictions on complete provincial autonomy which are 
normal restrictions in a federation and are designed to 
prevent any encroachment by a province on the federal 
sphere, those which take the form in a politically inexperi- 
enced State of placing in the hands of the head of the State 
certain checks on the Executive and the Legislature (e.g. 
with regard to the protection of minorities), and those 
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restrictions, such as the Governor’s power to protect the 
Public Services and prevent commercial discrimination, 
which are clearly relics of ultimate Parliamentary control. 
But in all three categories it is equally important to 
remember that the powers are not meant for day to day 
use, but are in reality intended to be reserve powers in 
case of abuse by the Executive or the Legislature of the 
rights of others or of the endangering of the public weal 
from inexperience or by subversive elements in the State. 
There are many Indians who fear that a Governor may be 
tempted to make too frequent use of his powers and so to 
reduce provincial autonomy to a travesty. Equally, there 
are many Englishmen who are afraid that constant poli- 
tical pressure and the fear of a deadlock which would force 
the Governor to suspend the Constitution, may result in 
the safeguards becoming a dead letter, however strong 
they may appear on paper. The architects of the new 
scheme hope that in practice the middle way may be 
found; but in any case it is clear that the Governor will be 
the corner stone of the new building and that he will bear 
a very heavy strain. 


How far then does the Provincial Constitution carry out 
the three principles laid down at the beginning of this 
Part? It would seem to have been established that Decen- 
tralisation has been carried as far as possible as between 
the units of the Federation and the Federation itself, and 
that interference by the Federal Government has been 
limited to the protection of Federal interests and to secure 
in certain limited cases uniformity of legislation between 
the Provinces. 

The principle of Self-Government is, of course, subject to 
the limitations usual in a Federation. The special respon- 
sibilities of the Governor constitute a further restriction of 
the principle, the extent of which is not, however, as large 
as appears at first sight, since the powers with which he is 
provided are only reserve powers. 

Responsibility need only be considered with regard to 
the sphere of provincial authority, and is not affected by 
the cession of rights to the Federation. In this field, the 
principle is only limited by the reserve powers of the 
Governor. 





FEDERAL 


Tut problem of federal finance is to find a suitable basis 
on which to allocate existing or potential sources of 
revenue between the units and the federal body respec- 
tively which shall be appropriate to the functions that each 
of them have to perform. 

The authors of the Montagu-Chelmsford Reforms pointed 
out that if self-government was to become a reality the Pro- 
vinces should be in a position to calculate their resources 
with certainty and to some extent be free to develop their 
own taxable capacity. They proposed, therefore, that a 
genuinely federal system of finance should be set up, and 
that the sources of revenue should be definitely allocated 
between the Centre and the provincial units. 

The arrangement adopted by the Joint Select Committee 
of 1920, on the advice of the Meston Committee, assigned 
to the Central Government customs and excises (other than 
alcohol and narcotics), income tax and super tax, salt and 
opium—all these being taxes which, from their nature, are 
uniform in rate throughout India. The Provinces were 
allotted land revenue, excises on alcohol and narcotics, 
stamps, registration fees, proceeds from irrigation works, 
forest and other State domains, and a share in any future 
increase of the income tax. 

The introduction of this system of separated heads of 
tevenue, however, had a very unequal result in different 
provinces; for whereas it gave a bare minimum to the more 
industrialised and commercial provinces from which large 
amounts of income tax and customs are collected, it yielded 
a substantial surplus to the agricultural provinces which 
produce a large amount of land revenue. Moreover, the 
Central budget under this plan would—at least at first— 
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have shown a deficit. The separation of revenues, there- 
fore, had to be accompanied during a transitional period 
by Contributions made by the provinces to the Central 
budget on the basis of their respective margins. These 
contributions were gradually reduced and finally ceased in 
1927. Since that date the definite separation of revenue 
sources has been in force. 

The plan has, however, certain serious defects. Refer- 
ence has already been made to the unequal results as 
between the agricultural and the more industrialised pro- 
vinces, and this has given rise to a continuous demand that 
the latter should receive, if not the whole, at all events a 
part of the income tax that is collected from their residents, 
or, alternatively, that they should be entitled to levy a 
surcharge on the income tax collected locally. 

A second and more general defect of the system is that, 
whereas the Centre has retained the two sources of 
revenue—namely Customs and Excise and Income Tax— 
which are flexible and capable of yielding expanding 
revenue, the expenditure of the Centre is very largely a 
fixed charge, consisting mainly of the cost of the army and 
the interest on debt. There should, therefore, be no reason 
to expect a great increase in its expenditure except in the 
event of war. The provinces, on the other hand, which 
are charged with the duty of developing education, public 
health services and other activities generally classified 
under the title ‘‘ Nation Building Services,’’ have been left 
with sources of revenue which are more or less stationary, 
like the land tax, or only capable of very slight expansion. 

A proposal was put forward for meeting this situation 
by Sir Walter Layton in his report to the Simon Commis- 
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sion, based on the assumption that the budget of the 
Centre would, in the course of a few years’ time, produce 
a surplus, partly through the natural expansion of revenue 
and partly through economies, notably on the army. This 
surplus should be made available to the provinces by 
distributing to them half of the proceeds of the revenue col- 
lected from personal incomes, together with the proceeds of 
certain excise duties, including salt. These excise duties 
would be distributed on a population basis and thus relieve 
the more congested districts, while the income tax would 
return to the Province of origin and thus remove the 
gnevance of the industrial provinces. 

Secondly, it was proposed that the provinces should be 
enabled to expand their own resources by giving them the 
right to levy a surcharge on income tax, to impose income 
tax on agricultural incomes (which are now exempt), 
terminal taxes, and new excise duties on such commodities 
as matches and tobacco. As all excise duties should, as 
far as possible, be uniform throughout India, it was sug- 
gested that these taxes should be imposed or varied by the 
Central Legislature, but only on the initiative of an Inter- 
provincial Council consisting of the Finance Ministers of 
the Provinces. 

The forecasts of revenue which accompanied this plan 
were falsified by the ensuing depression, and in its dispatch 
of 1930 the Government of India indicated that it could 
not see any prospect of a surplus from which it could 
allocate revenues to the Provinces at an early date. In 
1932 a more optimistic view was taken by the Percy Com- 
mittee, which forecast a surplus in the Central budget 
during the first years of the Federation, amounting to 
4} crores, with a corresponding deficit in the Provincial 
budgets. This Committee, as well as the committees of 
various sessions of the Round Table Conference, agreed in 
principle that some division of the proceeds of the income 
tax is necessary; but opinion as to the method and amount 
has varied in accordance with the changing financial 
situation. 

The problem thus presented to the Joint Select Com- 
mittee is complicated by two other considerations. One is 
that two new provinces are to be created, both of whose 
budgets will certainly be in deficit for some time to come; 
while Assam and Bengal are also in need of some assistance 
though in the case of Bengal the difficulty has already 
been largely met by handing back to the provinces of origin 
half of the proceeds of the jute excise duty, most of which 
is collected in that province. The other complication is 
that the Indian States are not prepared to agree to the 
imposition of a federal income tax within their borders. 
To some extent the income tax in British India is balanced 
(from the Federal Exchequer’s point of view) by tribute 
payments from certain States. But if the income-tax yield 
continues to rise, and is retained by the Centre, it is argued 
that British India may find itself contributing to the 
Central finances in a form not shared by the States but for 
purposes which are common to all. 

This diificulty among others lead to the suggestion that 
income tax should be assigned entirely to the provinces. 
But as the Centre could not afford to lose so large a 
revenue, at ali events for some time to come, this would 
have involved reviving the plan of provincial contributions 
to the Centre. As no date could be foreseen when such 
contributions would cease and as the system of “‘ contri- 
butions ’’ is considered an undesirable one, the Govern- 
ment has abandoned this suggestion, and the Joint 
Committee concurs. 

The White Paper therefore proposed that taxes on 
income from federal sources should be permanently 
assigned to the Federation, and that a specified percentage 
—-not less than 50 per cent. nor more than 75 per cent.— 
of the normal taxes on income (except corporation tax) 
should be assigned to the Provinces. But in order not to 
embarrass the Centre in the present financial stringency 
the Federal Government should be entitled to retain out 
of this allotted portion an amount fixed for three years and 
thereafter reduced to zero over a further period of seven 
years. In addition the Federal Government would have 
power to levy a surcharge on taxes on income exercisable 
in case of financial emergency—provided that at such times 
the States would also make equivalent contributions to the 
Federal fisc. 
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The plan of a permanent division raises certain difficy}. 
ties. It is objected, for example, that any alteration jp 
the rate of tax will affect both parties, although there may 
be only one which desires an increase or a decrease in yield, 
But the Joint Committee considers that for some time this 
will not be serious, since both Federation and Provinge; 
will need as much money as can be obtained from income 
taxes, and the rate will depend therefore on taxable 
capacity rather than on the position of the Budget. 

The Joint Committee, therefore, endorses in general the 
proposal of the White Paper. But as it is unlikely that fo; 
some time to come the Centre will be able to do much 
more than find funds for the deficit Provinces, and as ap 
early distribution of any large share in the income taxes js 
improbable, the Committee considers it advisable to leave 
the actual time-table of transfer (three and seven years jn 
the White Paper), as well as the percentage to be trans. 
ferred, to be determined by Order in Council at as late 
a date as possible. 

The Committee accepts the proposal that the Federation 
should retain the yield of the corporation tax on the income 
or capital of companies, and that after ten years the tax 
should be extended to the States. They do not approve, 
however, of the proposal that Provincial Legislatures 


should have the power to impose a surcharge on personal 
income tax. 


Agncultural Income Tax.—The White Paper proposed 
that the Provinces should have exclusive power to impose 
taxes on agricultural incomes, which are not at present 
subject to income tax. The Committee approves of this. 

Excises.—The Committee approves of the White Paper 
proposals to empower the Federation to allot to the Units 
a share of the yield of the salt duties and excise duties 
other than those specifically assigned to the Provinces, and 
also of export duties. The proposal with regard to salt 
and excise duties is made in order to provide more elastic 
resources for the Provinces, and to facilitate the introduc- 
tion of new taxes since they are less likely to be opposed 
if some of the benefit goes to the Units. 

The Committee also approves of proposals to vest in the 
Federation power to impose certain taxes, the proceeds of 
which must be distributed to the Provinces (subject to the 
right of the Federation to impose a surcharge for Federal 
purposes). These are taxes which it is desirable should 
be uniform in all Provinces and should be collected through 
a central machinery. 


Consultation with the Provinces.—Since the Federal 
units will share in the yield from certain federal taxes, they 
will have an interest in the Federal Budget. In order to 
establish the necessary liaison between the Federal Gov- 
ernment and the Units the White Paper proposed that 
Federal Legislation on matters of this kind should require 
the consent of the Governor-General to be given only after 
consultation with both Federal Ministry and with the 
Governments of the Units. The Committee considers it 
better to instruct the Governor to adopt the method which 
seems to him most suitable. This leaves the question of 
an Interprovincial Council to be met by Order in Council 
procedure if it should be necessary. 


The States and the Federation.—The entry of the 
States into Federation involves some complicated adjust- 
ments with regard to tribute and ceded territories. The 
Committee endorses the Report of the Indian States 
Enquiry Committee, 1932, and in particular approves of 
the gradual abolition over a period of years of any contr 
bution paid by a State to the Crown which is in excess of 
the value of the immunities which it enjoys. 

At the present time many States derive substantial 
revenues from customs duties levied at their frontiers on 
goods entering the State from other parts of India. The 
Committee states its strong opinion that interna] customs 
barriers are in principle inconsistent with the freedom of 
interchange of a fully developed Federation, and that 
every effort should be made to substitute other forms of 
taxation for these internal customs. Accession of a State 
to the Federation should imply that it will not set up 4 
barrier to free interchange so formidable as to threatet 
the future of the Federation. 

The general principle of which the Committee approves 
in the case of maritime States which have a right to levy 
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sea customs is that they should be allowed to retain only 
so much of the customs duties which they collect as is 
properly attributable to dutiable goods consumed in their 
own State. This may be difficult to arrange in view of 
existing treaty rights; but if insistence upon these rights 
by any State would prevent genuine uniformity in custom 
rates at State ports and ports of British India, then the 
Committee doubts whether the State in question could 
properly be admitted to the Federation. 

The Report also deals with the question of the borrowing 
powers ot the units of Federation. 

Cost of Federation.—The only fresh burdens imposed 
upon the taxpayers as a direct result of the constitutional 
changes is estimated to be £560,000 (} crore of rupees) for 
the Federal Government and £560,000 for all the Provin- 
cial Governments together. These items represent the 
estimated cost of an increase in the size of Legislatures, the 
establishment of a Federal Court, etc. 

It is also estimated that there will be an initial deficit 
in Sind of £560,000, of which £70,000 represents the cost 
of new overhead charges (included above). The remainder 
—{490,000—represents a deficit which is now met out of 
the revenues of Bombay. If this is met from Central 
revenues it will in effect relieve Bombay’s present 
stringency. Similarly, in Orissa there will be a deficit of 
{220,000 per annum, of which half represents new over- 
head charges already included, and half represents relief 
to the existing Government of Bihar and Orissa. As to 
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the other provinces, Bengal’s immediate needs will be 
met mainly by surrender ot half the jute export tax by the 
Federal Government, but Bihar and Assam will require 
special consideration. Sir George Schuster estimates that 
the total subventions to deficit Provinces will be about 
£400,000. In addition the Government must adjust its 
finances to the separation of Burma. 


The introduction of the States to the Federation will also 
require certain financial adjustments. These will ulti- 
mately lead to a net loss to the federal revenues of some- 
thing less than {750,000, but it is suggested that this should 
be extended over a period of years. 


The surrender of half the jute tax has already been 
provided for in the Budget for 1934; it remains for the 
Central Government to find about {1,500,000 and to make 
good the loss of revenue from Burma. The Committee, 
however, point out that the greatest part of this additional 
expenditure by the Central Government would have to be 
met quite apart from Constitutional changes, for it is 
impossible that the Provinces should be allowed to run up 
growing deficits. The Central Government, under pre- 
sent depression conditions, is paying its way and setting 
aside {2} millions annually for debt reduction. The in- 
creased revenue required represents only about 1} per cent. 
of the present Budget, and there are signs of an improve- 
ment in tax revenues and State railway receipts. It is clear, 
therefore, that financial difficulties cannot be used as an 
argument against Federation. 





OTHER SPECIAL SUBJECTS 


THERE remain certain special subjects, some of which are 
administrative, while others, though not normally con- 
stitutional, nevertheless have a special place in the Indian 
problem. 

Those with which it is proposed to deal briefly in this 
section are: — 
The Public Services. 
The Judicature. 
Commercial and other forms of discrimination. 
Constituent powers. 
. The Secretary of State and the India Office. 
. Burma. 


Cue wn 


1. The position of the Public Services presents a par- 
ticular problem under the new constitution; since a large 
proportion of the British personnel (in the All-India Ser- 
Vices these number only some 2,000 men) will be working 
in autonomous Provinces and claims have been made that 
their recruitment and conditions of service should be 
arranged by the Government concerned. The Committee, 
however, is only voicing moderate opinion in India as well 
as in England in declaring that the rights of public servants 
recruited under the old constitution shall not be disturbed 
and in pointing out that a strong and contented public 
service is as much in the interests of India as in those of 
the Civil Servants themselves. In addition, therefore, 
to the special responsibility of the Governor-General and 
Governors to protect these rights, it is proposed to insert 
them in the constitution and to protect Civil Servants 
against dismissal and to indemnify them for all acts carried 
out under the old constitution in good faith and in the 
‘xecution of duty. 

The Committee further recommend that the Constitution 
Act should definitely recognise the Governor-General and 
‘overnors as heads, under the Crown, of the Central and 
Provincial Services respectively; and it proposes that the 
Pension claims of all Officers appointed by the Secretary 
of State should be against the Federal Government. They 
further point out that a binding obligation in respect of 
such pensions rests upon the British Government as well as 
upon the Government of India, and that the salaries of 
such officers are non-votable. 

With regard to future recruitment, the Committee recom- 
mend that recruitment for two essential services, the Indian 
Civil Service and the Indian Police, should continue to be 


made by the Secretary of State. They recognise that this 
will not be acceptable to some sections of Indian opinion, 
and they accept the White Paper proposal for a future 
inquiry into the situation, although they do not accept the 
proposal that such an inquiry should necessarily be held at 
the end of five years. They also accept in principle the 
White Paper proposal for the setting up of provincial 
Public Service Commissions. 

2. The Judicature.—The White Paper proposed—and 
the Committee approve of the proposal—to establish a 
Federal Court which should have ‘‘ an original jurisdic- 
tion ’’ in: — 

(i) Any matter involving the interpretation of the Con- 
stitution Act or the determination of any rights or obliga- 
tions arising thereunder, where the parties to the dispute 
are (a) the Federation and either a Province or a State, or 
(b) two Provinces or two States, or a Province and a 
State. 

(ii) Any matter involving the interpretation of, or arising 
under, any agreement entered into after the commence- 
ment of the Constitution Act betwen the Federation and a 
Federal Union or between Federal Units, unless the agree- 
ment otherwise provides. , 

The jurisdiction is to be an exclusive one and the Com- 
mittee propose to extend the Court’s jurisdiction under (1) 
to federal laws as well as to the Constitution Act. The 
Federal Court will also have an exclusive appellate juris- 
diction from any decision of the High Court or any State 
Court, so far as it involves the interpretation of the Con- 
stitution Act or of any rights or obligations thereunder, 
but leave to appeal must be obtained from the Federal 
Court or the High Court. The appeal to the Privy Council 
will remain, without leave if it concerns the interpretation 
of the Constitution Act, but otherwise with leave. The 
Federal Court will also have an advisory jurisdiction with 
regard to any matter which the Governor-General may 
refer to it. 

The White Paper also proposed that the Federal Legis- 
lature should be empowered to establish a_ separate 
Supreme Court to hear (in place, if desired, of the Privy 
Council) appeals from the Provincial High Court in civil 
cases, and in criminal cases where a death sentence had 
been passed. The Committee differ from this proposal on 
the grounds of overlapping between Federal Court and 
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Supreme Court and propose instead to give power to the 
Federal Legislature to give this extended jurisdiction to 
the Federal Court in civil cases only. They do not regard 
it as necessary in criminal cases as they consider that 
the rights of a condemned man are already fully safe- 
guarded by the existing arrangements. 

3. Commercial Discrimination.—The Committee deals 
at some length with the vexed question of commercial dis- 
crimination, which it divides into the question of adminis- 
trative and legislative discrimination against British com- 
mercial interests and British trade in India, and the ques- 
tion of discrimination against British imports into India. 

With regard to the first of these two issues—discrimina- 
tion against British commercial interests and Bnitish trade 
in India—it would seem that there is agreement in prin- 
ciple between British opinion and moderate Indian opinion 
that the British trader and business man in India should 
have the same rights as Indian-born subjects, but no ex- 
ceptional or preferential treatment as against Indian 
traders or business men. On the other hand, certain state- 
ments have been made by representatives of extreme 
opinion in India which render some provisions in the Act 
necessary if all fears are to be removed. Administratively, 
the need is met by the proposal that the Governor-General 
and Governors should have a special responsibility for 
the prevention of discrimination. On the Legislative side, 
it is more difficult to achieve this aim. The Round Table 
Conference left it to expert draftsmen. The White Paper 
made general proposals. The Committee endeavours to give 
more precision to these proposals in the following way. 
They accept the principle of reciprocity and suggest that 
after the enactment of the new Constitution a convention 
might be negotiated between the two Governments which 
would replace during its life the relative sections of the 
Act, but they point out that the arrangements to be made 
could only be extended to apply to the Dominions as well 
as to Great Britain and the Crown Colonies by mutual 
agreement. They propose that laws imposing certain re- 
strictions on the right of entry into India and certain other 
restrictions on foreigners should not apply to British sub- 
jects domiciled in the United Kingdom. 

They also propose that companies incorporated in the 
United Kingdom should be regarded as having complied 
with Indian company law regarding incorporation or re- 
strictions on directors, shareholders or servants of the 
company; but that this should be based on reciprocity, so 
that if a United Kingdom law imposes any such restric- 
tions on Indian companies when British companies in India 
are exempt from the provisions of the corresponding Indian 
law, the exemption of the British companies in India should 
cease. British ships are not to be subject to any discrim- 
ination in India to which Indian ships would not be sub- 
jected in the United Kingdom. With regard to grants, 
bounties and subsidies out of public funds, the Committee 
recommends the continuation of the conditions laid down 
by the External Capital Committee in 1925. Finally, the 
Committee points out that the Governor-General and 
Governors must freely exercise their discretion with regard 
to the giving of their assent to Bills which may be dis- 
criminatory in fact though not in form. With the inclu- 
sion of these restrictions and powers the Committee feel 
satisfied that the rights of British traders and business men 
in India will be protected. 

On the question of discrimination against British im- 
ports into India, the proposals made by the Committee are 
new, since the White Paper did not deal with it. The Fiscal 
Convention, based on the recommendations of the Joint 
Select Committee of 1919, has governed the fiscal rela- 
tions between the two countries for 13 years, and has 
given considerable power to the Government of India in 
regard to such matters. This convention will now lapse, 
and as the Federal Government will enjoy complete fiscal 
freedom, the Committee consider that, while trade between 
the two countries should be based on reciprocity in the 
widest sense, it is desirable to safeguard, in the new Act, 
British trade from the imposition of penal tariffs. They, 
therefore, recommend that the Governor-General should 
have an additional special responsibility for ‘‘ the pre- 
vention of measures, legislative or administrative, which 
would subject British goods, imported into India from the 
United Kingdom, to discriminatory or penal treatment.”’ 
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But to prevent misunderstanding, they urge that it should 
be made clear in the Instrument of Instructions that this 
special responsibility is not intended to affect the right of 
the Government and of the Legislature to develop their 
own fiscal and economic policy nor their right to arrange 
mutual tariff concessions with the United Kingdom or 
other countries, but is only to be used if restrictions are 
imposed which in form or in fact are intended to injure 
British interests rather than to further the economic interests 
of India. 


4. Constituent Powers.—The question of constituent 
powers or the right to make alterations in the Constitution 
Act is next dealt with. The Committee considered the possi- 
bility of granting certain limited constituent powers to the 
federal and provincial legislatures, but rejected it on the 
ground of the difficulty of devising measures to safeguard 
the various interests which might be affected by an altera- 
tion and the necessity of avoiding shocks to the Constitution 
by early attempts at modification. They propose that cer- 
tain matters of delimitation of spheres or areas, which can be 
dealt with more conveniently after the new Constitution is 
established, should be carried out by Orders-in-Council, 
subject in certain cases to the control of Parliament. With 
regard to modification of the Act, they reserve full rights to 
Parliament, but propose that a Resolution of any Legis- 
lature in India advocating a constitutional change shall, if 
desired by the Legislature, be laid before both Houses of 
Parliament with a statement of proposed action by the 
British Government. The proposal is so hedged with restric- 
tions as to the subject matter, authorship and time limit of 
the Resolution that it is of little value, but it is a matter of 
some importance to Indians that they should have, in how- 
ever small a degree, the nght to attempt to amend the 
Constitution. 


5. The Secretary of State and the Council of India.—The 
powers of the Secretary of State will, of course, be greatly 
diminished by the granting of provincial autonomy and by 
the transfer of so many federal subjects, though the 
Governor-Governor will remain responsible to him in respect 
of the Reserved Departments, and both the Governor- 
General and the Governors in respect of their special respon- 
sibilities. The Council of India at present is largely 
advisory, but in certain matters a majority of votes in the 
Council is required before the Secretary of State-in-Council 
can act. The most important of these matters are (i) grants 
and appropriations of any part of the revenues of India; 
(ii) the making of contracts; (iii) any alteration of thesalaries 
of the Governor-General’s Council; and (iv) the rights of the 
Members of the Indian Public Services. With regard to 
(i) and (iv), the necessity for obtaining the consent of the 
Council has at times in the past enabled the Secretary of 
State to withstand pressure from his colleagues, particularly 
with regard to the expenditure of Indian revenues. With 
the new constitution, obviously most of these powers must 
be transferred to the Government of India. The Committee 
propose, however, that the Secretary of State should have 
an advisory council of from three to six persons, of whom at 
least half must have held office for at least 10 years under 
the Crown in India. The Council will have power in only 
one respect, that of approving all rules affecting the con- 
ditions of service of members of the Public Services in 
India, as long as the Secretary of State is charged with 
control of them. Provision is also made for compensation 
from Indian revenues of India Office officials who may have 
to be retrenched. 


6. Burma.—In view of the independent negotiations which 
were still going on at that time with regard to the separa- 
tion of Burma, the White Paper did not make any special 
recommendation with regard to that Province. But the 
Joint Select Committee were in possession of tentative pro- 
posals made by the Secretary of State and also had full dis- 
cussions with the Burmese delegates, so that they felt 
entitled to make proposals in their Report. They point out, 
in the first place, that, while Burmese political opinion is at 
present divided into ‘‘ separationist ’’ and ‘‘ anti-separa- 
tionist,’’ there is no real disagreement with the principle of 
ultimate separation from India; but that the anti-separa- 
tionists differ only from their opponents with regard to the 
terms on which they desire separation, and hope, by waiting 
till the new constitution is established in India, to obtain 
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eater freedom for Burma. The Committee point out that 
in that case Parliament would still actively maintain its 
control over the form of the new Burman constitution, and 
they recommend immediate separation on the grounds of the 
increasing divergence of the economic interests of Burma 
and India, the racial differences between the two countries 
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and the constitutional difficulties of securing Burman partici- 
pation in the new central Indian Government. 

The proposals for the new Burmese Constitution follow in 
the main the new Indian model with the necessary adjust- 
ments due to the substitution of a unitary government of 
Burma for the federal system of India. 





RECEPTION OF 


|r is perhaps a commonplace to say that if the framers 
of the proposed Constitution for India had succeeded in 
satisfying any large body of opinion in this country or in 
India, they would have failed in their object of producing 
a workable scheme. Is it equally true to say that, because 
the present scheme does not satisfy any large body of 
informed opinion, therefore it is a good scheme? Time 
alone can show. What is clear now is that the framers have 
been at great pains to achieve a compromise between so 
many conflicting opinions and to give a large measure of 
advance to India, while at the same time introducing suffi- 
cient checks and balances to prevent political inexperience 
and Eastern ardour from using their power to achieve 
something quite different from that which moderate 
thought in India, as well as in England, intended. 

With so many divergent schools of political thought in 
both countries, it is possible here to select only a few of 
the many reactions to the scheme. In examining these, 
moreover, one special difference in the political outlook of 
the two countries must be borne in mind. In England, 
accustomed to work an unwritten constitution with the 
moderation of centuries of increasing political experience, 
statesmen tend, on the one hand, to fear the dangers of 
setting down in the precise legal language of an Act of 
Parliament, the constitution for an Eastern sub-continent, 
and, on the other hand, hesitate—from a genuine concern 
for the future welfare of India no less than from their own 
interests—to abandon all control before both the men and 
the new constitutional machine in India have come success- 
lully through their trials. 

Indian opinion, on the other hand, chafing at the slow- 
ness of advance and remembering the all-pervasiveness of 
the British Raj in the past, dislikes indefiniteness within 
the written constitution and fears mis-use of the reserve 
powers. 

; Moderate British opinion, however, believes in the neces- 
sity of some advance and inclines to the belief that the 
present plan, which gives autonomy in the Provinces and 
responsibility at a Federal Centre (with the reservation of 
only three subjects) provided that the Governor-General 
and Governors have power in case of necessity to keep the 
machine on the rails, represents a lesser risk than would be 
involved in attempting to work a system of government, 
based on partial responsibility, without any Indian sup- 
port at all. There is, however, a large body of Right Wing 
opinion in England which fears that the advance is too 
great and that so much power will be given to Indians that 
i will be impossible for any Governor or Governor-General 
‘0 use his special powers in case of need without wrecking 
the whole system. 

The views of this section of opinion will be found in the 
statement representing the Minority recommendations of 
the five Conservative members of the Joint Select Com- 
mittee, who were opposed to the White Paper and the 
Report of the Committee. They are prepared to recom- 
mend a considerable step in the direction of full provincial 
responsibility, but they feel that the risk of transferring 
aw and order to a responsible Indian Minister is so great 
that that subject should be retained under the control of 
an official Minister until Parliament feels that the transfer 
might safely be made in any particular Province. It will 

observed that in this respect they do not go as far as 
the Statutory Commission, which recommended _ the 
transfer of law and order. 


With regard to the Centre, they stand by the proposals 
of the Statutory Commission that there should be no 
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responsibility and that the link between British-India and 
the States should be a Council of Greater India with powers 
of discussion on matters of common concern. In fact, they 
regard the hesitation which many of the Princes naturall; 
feel when they face the practical problems of Federation, 
as a recantation by the Princes of their proposal for 
Federation in 1930. Sir John Simon, however, recently 
declared in the House of Commons that every surviving 
member of the Statutory Commission was now of opinion 
that advance should be made at any rate as far as the Joint 
Select Committee proposed and accepted Federation with 
some measure of responsibility in a Federal Centre.* 


Left Wing opinion, on the other hand, would go further 
than the Report and by restricting the special powers and 
responsibilities of the Governor-General and Governors and 
handing over the control of foreign affairs (but not the 
relations of the Crown with the States) to the control oi 
Ministers, would attempt to secure a greater measure of 
support among Indian opinion. They would also like to 
see a definite recognition of the right of India to Dominion 
Status, which would be attained within a measurable period 
of years. But their spokesmen in the House of Commons 
appealed to Indian opinion to work the new Constitution 
however imperfect they might think it.* In any case, 
English opinion, with the exception of the Right Wing, is 
agreed that no constitution could be worked without some 
measure of Indian support. 


Some consideration, therefore, has had to be given to 
Indian opinion in fixing the minimum of advance, but no 
section in India considers that the present proposals go too 
far. It is true that some of the Indian Princes, seeing 
perhaps that a policy on the part of the Government ot 
India which is a mixture of firmness and the promise of a 
substantial advance has restored peace in the country, 
hesitate now before the hard facts of Federation. But the 
Princes as a whole have laid it down as an essential condi- 
tional of entering a Federation that there must be some 
measure of responsibility at the Centre. Until the Act is 
passed the Princes will not be called upon to come to a 
definite decision, so that to that extent the fate of the 
scheme still hangs in the balance. 


The moderate Hindus have also always demanded a 
large measure of responsibility at the Centre with Dominion 
Status as the ultimate objective, but their leaders at the 
Round Table Conference accepted in principle the reser- 
vation of the three subjects at the Federal Centre, as well 
as certain reserve powers during a transitory period. They 
are now disappointed at the strictness of the safeguards, 
but there is little doubt that they will work the new Con- 
stitution, when the time comes. They attach particular 
importance to responsibility at the Centre since they desire, 
by increasing the power of the Centre and limiting the 
autonomy of the Provinces, to emphasise the importance of 
India as a whole, as they form a large majority of the 
population of that sub-continent. The Moslems, on the 
other hand, desire the largest possible measure of Pro- 
vincial autonomy, since in four of the new Provinces they 
constitute a majority of the population and in other places 
are sufficiently numerous to be effective politically. At the 
same time, they recognise the necessity for obtaining some 
measure of Hindu support and have always insisted on 
some degree of responsibility at the Centre. In spite of 
their concern for the Provinces, they have for this reason 





* Parliamentary Debates. House of Commons. December 12, 
1934. 
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also refused to agree to the introduction of provincial auto- 
nomy alone as a first stage, to be followed later by the 
establishment of responsible Federal Government. The ex- 
treme wing in India is represented by Congress, which de- 
clared itself in favour of independence at its meeting in 
1928. This is still its declared objective. But Mr Gandhi, 
by attending the Round Table Conference in 1931, showed 
that Congress would consider something less, though how 
much less was never revealed. After the third abandon- 
ment of non-co-operation last year, Congress tried more 
constitutional means, and authorised its members to stand 
as candidates for election to the Central and Provincial 
Legislatures. As a result of the recent elections Congress 
(including its offshoot, the Nationalist Pandit Malaviya) 
obtained about half the seats in the Legislative Assembly. 
It is probable—though by no means certain—that 
Congress will adopt the same policy with regard 
to the new Constitution, though the introduction of the 
States into the Federation will mean that Congress will 
not be able to obtain a majority in the Federal Legislative 
Assembly. Nevertheless, Congress might feel that it can 
advance more quickly to its goal within, rather than out- 
side, the Constitution. It is impossible to estimate the 


real strength of Congress in India, but it is certainly true 
to say that it is the best organised and largest—if not the 
only real—all-India party to-day. One of the most impor- 
tant questions for the success of the scheme is how far 
political parties in the Western sense will develop in India, 
based on economic or regional interests, and how far the 
old communal rivalries will die out when responsibility 
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for their unhappy results rests in Indian hands and Indians 
begin to feel that they have a real share in the governmey; 
of their country. 
It will be apparent, therefore, that the new Constity. 
tion is a compromise, but a compromise based on thy 
agreement reached between the representatives of moderate 
Indian opinion, both Hindu and Moslem, and the repr. 
sentatives of the three British political parties during th 
Round Table Conference in London. For, apart from the 
strengthening of the reserve powers, there is no great dif. 
ference between the plan contained in the White Paper an; 
the Committee’s Report and the Prime Minister’s statemen; 
of June 19, 1931, to the Round Table Conference. Th, 
reserve powers have, it is true, been strengthened; by 
the strengthening of these powers will not affect the right 
which is to be given to Indians to exercise the preponderat. 
ing power in ordinary circumstances in their own country. 
In fact, the problem of the new Constitution is one which 
cannot be settled by an Act of Parliament; for the prob. 
lem is whether, on the one hand, Indian statesmen will be 
able to exercise their authority wisely and moderately, in 
which case the reserve powers should not be called into use; 
and whether, on the other hand, British statesmanship, as 
represented by the Governor-General and the Provincial 
Governors, will be able, by wise counsel and advice, to help 
the Indian statesmen without excessive use of their reserve 
powers. If the hopes of the supporters of the scheme are 
justified, the Constitution will work; but if, unhappily, a 
breakdown should occur in any Province, the machinery 
exists by which control can be re-established. 
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More than five years have elapsed since the world was 
plunged into an economic depression which, for severity 
and ior the misery and destitution it has inilicted, is prob- 
ably without parallel in history, and a great part of the 
world has yet to iree itself trom its deadiy cluiches. The 
disruplive eflect it has had on the economic, social and 
political system Over a great part of the globe is appalling. 
Cherished possessions, tor which past generations had 
jought and sutiered, have been swept away in many lands 
With a compieteness which would have been thought im- 
possible oniy a few years ago. lhe economy otf the world, 
¥ paliistakingly and elaborately built up, has been shaken 
a by an earthquake; production and trade have been 
suangled, and the channels of economic intercourse over a 
wide part ot the world distorted, clogged or obliterated. 
rree and representative institutions, personal freedom, 
eedom of thought and speech and the impartial admini- 
stration of justice have disappeared in many lands. 

Some progress towards economic recovery, it is true, has 
deen made since the middie of 1932, but the tasks yet to be 
accomplished are formidable ones indeed. Stocktaking, 
in these circumstances, cannot but be useful, and, one may 
hope, profitable. ‘he exercise is made easier by the excel- 
ent statistical work of the League of Nations and the 
authentic material which has thus become available. 
Looking at the economy of the world as a whole, the 
west depth ot the depression appears to have been 
tached in the middle of 1932. Ihe volume of the 
world’s industrial production had then fallen from its 
1929 level by some 30 per cent. By the middle of 1934 
adout one-half of the lost ground had been regained. ‘he 
world’s production of foodstufis, on the other hand, has 
mained practically stationary during these five years, and 
itdoes not seem unreasonable to estimate that the combined 
production of the world’s foodstuffs and industrial goods 
it the middle of 1934 was some 8 per cent. less than it 
Was In 1929. 

Turning to the developments of international trade, the 
World figures supplied by the League reveal a distressing 
picture. The gold value of that trade has fallen con- 
‘nuously, and is now only about one-third of what it was 
N1Ig2g. Its volume, on the other hand, reached its lowest 
Point in the middle of 1933, when it amounted to about 70 
pet cent. of what it was in 1929, gold prices having fallen 
‘1 the same period by 50 per cent. Since then there has 

ten a slight recovery. 

Significant as these figures are, they fail to convey an 
adequate picture unless they are considered in the light of 
the economic developments to which the world had become 
accustomed in the pre-depression days. For more than 
‘alt a century world production had increased at an 
‘Verage rate of about 3 per cent. per annum. Had 
there been no depression, and had the rhythm of economic 
Ptogress of the pre-depression period continued, world 


production would have been 15 per cent. greater now than 
it was five years ago. If we want to appraise the real 
Gamage done to the world’s economy by the depression, we 
have to compare the 115 per cent. which the world’s com- 
bined production would have reached if there had been 
no depression, with the g2 per cent. to which it has actually 
fallen. As compared with normal progress, the deficiency 
therefore is no less than 20 per cent. The social significance 
ot this deterioration is perhaps best illustrated by consider- 
ing its effect on the standard of life of the world’s popula- 
tion. That population has continued to increase during 
the last five years at the old average rate of about I per 
cent. per annum. Ihe mere maintenance of the standard 
of life of five years ago thereiore calls for an increase of 
production during that period of 5 per cent. The fact that 
there has been a decrease of 8 per cent. suggests that a 
debasement of no less than 12 per cent. has taken place in 
the standard of life of five years ago, in place of an im- 
provement of 10 per cent. if there had been no depression. 
fhe increase of I per cent. per annum in population, 
coupled with the pre-depression increase of 3 per cent. per 
annum in world production, indicates that, under normal 
circumstances, the standard of life used to increase by 
2 per cent per annum, or by Io per cent. in five years. 
Hence this debasement of 12 per cent. should properly 
be compared with an increase of Io per cent., or a difler- 
ence of no less than 22 per cent. 

But mass statistics of this kind, while no doubt interest- 
ing, have the disadvantage of presenting a picture which is 
apt to mislead. The casual reader may be led to infer that 
the averages which such statistics represent affect equally the 
position of the individual countries of which these averages 
are made up. We have to delve into the developments of 
individual countries, or groups of countries, if we are to 
profit from the statistical facts which have become avail- 
able especially when one expects these developments to 
have taken different courses in the different countries, 
because of the differing policies which they have been 
pursuing. 


COLLAPSE OF THE GOLD STANDARD 


Now the most momentous event which has led to a parting 
of the ways in regard to policy has undoubtedly been the 
abandonment of the Gold Standard by the British Com- 
monwealth of Nations (except South Africa) by September, 
1931, and the quick succession in which this action was 
followed by similar action of a great many other countries 
(including South Africa at the end of 1932). The course 
of the depression may thus be divided into two distinct 
phases—the first covering the period when almost all coun- 
tries maintained the Gold Standard, and the second when 
the majority of them had abandoned it. The latter period 
is of special interest because it offers an opportunity of 
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ascertaining how the two policies have affected the course 
of things in the respective countries or groups of countries. 

The general level of prices in a country which maintains 
a free Gold Standard is, as everyone knows, inextricably 
tied to the price level of all the other countries on that 
standard. Any disturbance in the economic equilibrium 
due to a major change in the purchasing power of gold is 
thus more or less faithfully reflected in each individual Gold 
Standard country. While the outward and visible signs 
of the disturbance vary in each country according to its 
particular economic structure, the fundamental nature of 
the disturbance is the same, and one would therefore expect 
to find the characteristic features of the depression repro- 
duced in all countries on the Gold Standard. 

The abandonment of the Gold Standard by a country 
changes the situation radically. A country which has 
abandoned the Gold Standard by that fact acquires from 
the monetary and, through it, from the economic point of 
view, a separate and independent existence. The price 
level in that country will be determined by its own indi- 
vidual monetary policy, and, unless that policy conforms 
closely to that pursued by the Gold Standard countries, the 
developments will be different from those in the latter coun- 
tries. This is also true, of course, of any group of coun- 
tries which, after abandoning the Gold Standard, has 
pursued a more or less common monetary policy. 


ECONOMIC DEVELOPMENTS IN GOLD 
AND STERLING COUNTRIES 


LET us, then, examine the course of prices and the economic 
developments of a group of countries which have main- 
tained a free Gold Standard to the present time, and com- 
pare them with those of a group of countries which have 
abandoned it. The countries included in the first group 
(which, for short, we shall call the ‘‘ Gold Group ’’) are 
France, Belgium, the Netherlands and Italy. Those in- 
cluded in the second group (which, for short, we shall call 
the ‘* Sterling Group’’), are the United Kingdom, Sweden, 
Denmark and Canada. The designation ‘“‘ Sterling 
Group ”’ seems justified in view of the fact that the Swedish 
and Danish currencies, though not legally linked to 
sterling, have been following pretty closely the general 
trend of sterling, especially since the early part of 1933, 
while the Canadian dollar has followed sterling since the 
middle of that year. The countries included in each group 
were chosen not only because reliable and comparable 
statistical material\is available for each, but also because 
it is believed that this choice makes the two groups com- 
parable from the point of view of their economic structure. 

The following tables are compiled from League of 
Nations’ figures, which have been recalculated so as to 
make the year 1931 the base of each index. This mode of 
presentation should facilitate observation of the course of 
developments in the two groups, both prior and subse- 


quent to the abandonment of the Gold Standard by the 
Sterling Group: — 


INDICES OF WHOLESALE COMMODITY PRICES 


1931 = 100* 
Gold Group 
Nether- 

France Belgium lands Italy 

SUN igtbbschsbberebuubansihicare 128-6 134-7 153-6 143-6 
SD esGkscksshbpankhsasbioren 124-9 137-4 146-4 140-6 
SE tb cab cies konkscbseuxevecs 110-4 120-2 120-6 120-2 
STs k cr h AA ccebebucepeuseesy 100-0 100-0 100-0 100-0 
EE Ss Ca SNEELChinkkee Goshen’ 85-2 85-6 81-4 90-6 
SP chicks tesbvekarsviebvessbs 79:4 80-2 76°3 82-7 
1934—1Ist Quarter ......... 79-7 76-9 81-0 80-7 
2nd Quarter ......... 76:8 75-4 79-4 80-4 

Sterling Group 
United 

Kingdom Sweden Denmark Canada 

EE nee 134-6 133-3 134-2 133-7 
SE iccciccKscsonbukbessrounese 131-0 126-1 131-6 132-6 
tata ee eecthaetcbhvkseboe 114-7 109-9 114-0 120-2 
NE ei tech iekssueteeickueh 100-0 100-0 100-0 100-0 
DE CL icsbucGhiscnulekiesseseues 97-5 98-2 102-6 92-5 
ee i eich aL cians athe 96-8 96-4 109-6 93-1 
1934—Ist Quarter ......... 100-2 100-9 114-0 100-2 
2nd Quarter ......... 98-8 101-8 112-3 99-1 


* Taken from the League of Nations’ Monthly Bulletins. 
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The table clearly shows the parallelism of the downwarg 
course of prices in both groups during the period beginning 
in 1928 and ending in 1931, the subsequent continuance oj 
that downward course in the Gold Group, and the relatiy, 
stability of prices in the Sterling Group. 

The following table traces the course of industrial pro- 
duction in the two groups: — 





INDICES OF INDUSTRIAL PRODUCTION* 


1931 = 100 

Gold Group Un- 
weighted 
Nether- average 
France. Belgium lands Italy of 1-4 

1 2 3 4 5 
DR ceakoeanes .. 102-5 120-7 123-4 118-1 116-2 
MED: sxsnshnbesas 112-1 122-1 126-1 128-9 122-3 
SD: bubsduersben 112-9 108-4 115-3 118-4 113-7 
TEE dxceeeonnsan 100-0 100-0 100-0 100-0 100-0 

1932 

Ist quarter... 81-5 88-3 87-9 88-2 86:5 
2nd quarter.. 75°8 83-1 75°8 81-2 79-0 
3rd quarter 75-0 70-3} 68-1 83-5 74:2 
4th quarter 78-0 91-1 83-5 87-0 84-9 
SD nsesusnesses 86-7 86-6 87-2 95-0 88-9 


1934— 





Ist quarter... 84-7 85-4 93-6 92-0 88-9 
2nd quarter.. 81-4 84-6 93-2 103-0 90+7 
3rd quarter 78-0 82-0 78-0 109-0 87-0 

Sterling Group Un- 
weighted 
United average 

Kingdom Sweden Denmark Canada _ of 6-9 

6 7 8 9 10 

OBS scsisessosve 112-6 111-8 92-3 130-4 111-8 
BD: acasparseave 119-4 118-3 100-0 140-9 119-9 
EOP evosenpnseee 110-2 114-1 108-6 119-6 113-1 
1OS1 ....cccceeee 100-0 100-0 100-0 100-0 100-0 

1932— 
Ist quarter... 101-3 104-7 | { 88-0 97-04 
2nd quarter.. 100-7 93-6 90-6 31 "2 92-0 
3rd quarter 93-1 86-0 { | 81-2 87-0 
4th quarter 101-3 91-8 J 47°35 90-0 
SE wnwesenacnss 105-3 96-9 104-3 85-0 97-9 
1934— 

Ist quarter... 116-9 112-6 101-6 94-1 108-3 
2nd quarter.. 117°8 119-5 112-3 105-7 114-0 
3rd quarter 119-0 119-0 115-0 108-0 115-0 


* Taken from League of Nations’ Monthly Bulletins and League of 
Nations’ ‘‘ World Production and Prices, 1933,’’ page 49. 

+ Denmark estimated according to the average of United Kingdom, 
Sweden and Canada. 

t Strike. 


As in the table of wholesale commodity prices, there 's 
a similarity of movement in the two groups during 
the first period ending in 1931, and a striking divergence 
in the second. Production was shrinking in both groups 
until the end of 1931. From then until the middle of 1932 
the shrinkage in the Gold Group continued at about the 
same rate. In the Sterling Group, on the other hand, the 
rate of shrinkage became markedly less. Then came the 
turn of the tide in both groups, but the improvement in the 
Gold Group was slight and halting, while in the Sterling 
Group it was rapid and sustained. In the Gold Group the 
shrinkage from 1929 to the middle of 1932 was about 
40 per cent., while in the Sterling Group it was only about 
28 per cent. The recovery from the trough of the depres 
sion in the middle of 1932 to the third quarter of 1934 
was about 17 per cent. in the Gold Group. But this 
recovery merely brought the volume of industrial produc- 
tion in these countries to a point which corresponds to the 
lowest point reached by the Sterling Group in the midds 
of 1932. The Sterling Group, on the other hand, enjoy 
a recovery from the lowest point it had then reached to the 
third quarter of the year 1934 of no less than 32 Pe 
cent. This brought the volume of industrial production 
the Sterling Group back to a level somewhat higher than 
that of 1928. These developments are graphically rept 
duced in the chart on page 4. 























Wnward 
ginning 
lance of 
relative 


‘ial pro- 


Un- 
veighted 
average 

of 1+4 
5 

116-2 

122-3 

113-7 

100-0 


86:5 
79-0 
74:2 
84-9 
88-9 


88-9 
90°+7 
87-0 


Un- 
veighted 
average 
of 6-9 

10 
111°8 
119-9 
113-1 
100-0 


97+ 0+ 
92-0) 
87-0 
90-0 
97-9 


108-3 
114-0 
115-0 


eague of 


ingdom, 


there is 
during 
ergence 
groups 
of 1932 
out the 
nd, the 
me the 
t in the 
Sterling 
yup the 
about 
- about 
Jepres- 
f 1934 
ut this 
roduc- 
to the 
middle 
njoyed 
to the 
32 per 
tion in 
r than 


repro- 





January 5, 1935 

oe cesaneiamenenanm: 
The Indices of Employment which follow show a similar 

tendency : — 

INDICES OF EMPLOYMENT* 


1931 = 100 
Gold Group 
Un- 
Nether- weighted 
France Belgium{t lands Italy average, 1-4 
2 3 4 5 
daa ee md pa base 
rade eneaes i 110-5 110-0 123-1 ca 
BNO incac beacons 108-0 108-0 108-0 114-5 109-4 
DE soccer sasanenen 100-0 100-0 100-0 100-0 100-0 
er 87-2 91-0 87-0 86-8 87-0 
BG osccnace seas 85-5 93-0 86-0 87-9 88-1 
1934— 
Ist quarter... 83-6 89-0 86-0 86-8 86-5 
2nd quarter... 83-1 87-0 (March) 87-2 
Sterling Group 
Un- 
United Den- weighted 
Kingdom Sweden markt Canada average, 6-9 
6 7 8 9 10 
BR. csnesnsnecs 106-2 107-4 wie 110-4 eas 
re 108-3 109-5 117-2 
oni ences 104-0 109-5 — 110-8 -_ 
Rc asinsydanaes 100-0 100-0 100-0 100-0 100-0 
MR isscnscscevien 99-2 93-8 91-6 85-0 92-4 
Rss assascsstse' 102-5 92-6 102-4 82-8 95:1 
1934— 
Ist quarter... 105-5 96-9 99-0 90-3 97-9 
2nd quarter... 107-6 99-0 112-5 93-7 103-2 


* Taken from the League of Nations’ Monthly Bulletins and 


World Economic Survey, 1933. 
+ Working hours per working day (taken from “ Statistiske 
Efterretninger ’’). 
{ Based on unemployment statistics, i.e. insured workers in 
employment as percentage of total insured workers. 


The impairment of credit due to the fall of prices has 
played an important part in the world depression. It is 
therefore instructive to follow the course of insolvencies in 
the two groups of countries : — 


INDICES OF INSOLVENCIES 


1931 = 100 
Gold Group 
Nether- 

France bBelgiu lands Italy 
SED dnciehbebdianenieneniminies 75°5 58-2 92-6 65-4 
BEE Siiaunenicanusbnaewnrcomine 80-0 52-0 79-9 68-1 
SEED siiinsuibiidebincicanseentvnneiione 83-4 67-4 89-7 76-5 
SD - dieiteiisshinieiindansioeumnanes 100-0 100-0 100-0 100-0 
ED dabshdiineecinktucimasececs 129-0 134-7 133-1 113-6 
ET Aiieieibhiecusiiahinnininnins 126-6 145-1 134-5 96-5 
1934—January—August ... 137-0 151-0* 142-7+ 84-57 

Sterling Group 

United 

Kingdom Sweden Denmark Canada 
Sa iniitensivesaiiaeicininnin 93-8 89-5 120-5 91-9 
IE eciestsieitdcestamiinies 88-7 92-0 89-7 98-0 
SE itieceaildenicictinicisdiaiaseinseiiaien 94-9 87-0 82-1 108-1 
SI acstaiahissetusiniscivasiiailainavesins 100-0 100-0 100-0 100-0 
Sa stikcinigieeinisiiniiiuneiintn 106-7 125-0 130-8 109-3 
SD einieihsdihiecianahaiiiuaiases 94-3 112-0 77-0 91-9 
1934—January—-August ... 90-0* 84-0 61-5 


* January—June provisional. + January—May. 


Figures for France include judicial settlements; for all other 
Countries bankruptcies only are included. 

1928-33 taken from the League of Nations’ Monthly Bulletin, 
1934, No. 3; following periods from periodical bulletins of the 
respective countries. 


The table reveals trends very similar to those shown in 
the earlier tables. 

The course of production, employment and insolvencies 
portrays perhaps better than anything else the trend of 
conomic development in a period of disturbance of the 
‘ype the world has had to tace since 1929. The tables 
submitted speak eloquently for themselves. The contrast 
in the course of things in the Gold and Sterling Groups 
since the latter abandoned their link with gold is striking. 
They admit of little doubt as to which of the two Groups 
as been more successful in its struggle against the depres- 
‘ion, and therefore which of the policies pursued by the 
‘wo Groups has been the more effective and appropriate. 
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INTERNATIONAL TRADE 


In marked contrast with the internal developments in 
the four Sterling and four Gold countries, an analysis of the 
course of international trade to the end of 1933 reveals the 
rather surprising fact that, measured by the gold value of 
their exports, the position of both groups, relative to total 
world exports, is not very different from what it was in 
1929. The appalling shrinkage in the value of that trade 
has, in other words, hit them all about equally. If any- 
thing, the Gold countries have fared somewhat better than 
the Sterling countries. The following table illustrates this: 


EXPORTS 
AS A PERCENTAGE OF ToTAL WorRLD Exports (GOLD VALUES) 
Gold Group 
Nether- 
Percentage France Belgium lands Italy 
Rien ony enenscceteanccsicenss 5-95 2-68 2-42 2-42 
PONE sot cca pevacueaciusdvsdanss 6-34 2-74 2-61 2-41 
PN io ooncceccndeencussauesésaie 6-31 3-40 2-79 2-79 
WOM t a vsciccdovavtaaswasevivans 6-00 3-19 2-64 2-78 
Pe a enntitintcyesevescleneads 6-19 3-34 2-50 2-69 
Sterling Group 
United 
Percentage Kingdom Sweden Denmark Canada 
MEN: oascodsgonsvescausazeceass 10-74 1-47 1-31 3-71 
IE ise cannvandoasedduesds 10-48 1-57 1-54 3-42 
BU ened datuduomuscadseccsass 9-37 1-46 1-67 3-29 
IE Sec sitevetntwacaanesotadsas 9-91 1-35 1-58 3°77 
PR iiasccsaccyscctactcavastagans 10-37 1-58 1-46 3-61 


Taken from the League of Nations’ World Trade, 1932 and 1933. 

It is particularly significant that the Sterling countries, 
who are supposed to have acquired great competitive 
power in the international markets through the deprecia- 
tion ot their currencies, have suffered a marked reduction 
in their foreign trade with the very countries over which 
they are supposed to have acquired that advantage. The 
fact is that the Sterling countries were only able to main- 
tain their old share in total world trade through a rather 
marked increase in their trade with other Sterling countries 
—that is, with countries who have all depreciated their 
currencies about equally, and who, for that reason, could 
not have offered any ot the competitive advantages which 
depreciation of currencies is supposed to confer. A some- 
what similar development is also observable in France’s 
trade with her Colonies. It is not suggested, of course, 
that currency depreciation does not, as a rule, place the 
country concerned temporarily in an advantageous 
position, in regard to its export trade, with countries whose 
currencies have not been depreciated. In the present case, 
however, that advantage has been made nugatory by the 
high tariffs and the many other restrictions to international 
trade which have been interposed the world over. It is 
suggested, on the other hand—as will be shown later on— 
that the real importance of currency depreciation in the 
present circumstances of so many countries is its effect on 
their internal economy. 

As both Groups have suffered about equally from the 
great shrinkage in world trade, the very substantially 
greater progress towards recovery in the countries of the 
Sterling Group since 1931 must be due to an expansion of 
their production and trade within their own borders and 
within the group; conversely, the continuance of the 
deep economic depression in the Gold Group must be 
accounted for by the low ebb to which their internal pro- 
duction and trade has fallen. We may conclude that the 
most urgent task before the Gold countries is to restore 
their internal economy ; and, for both the Gold and 
Sterling countries, to remove the impediments which bar 
the way to the resumption of international trade. 


EXCHANGE STABILISATION 


More than a year has elapsed since the International 
Monetary and Economic Conference broke down. That 
breakdown, it may be recalled, was due to an unbridg- 
able division of opinion between the United States of 
America and the Sterling countries, on the one hand, and 
the Gold Standard countries, on the other, regarding the 
desirability—indeed, possibility—of an immediate stabilisa- 
tion of the exchanges. The Gold Standard countries made 
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it a condition precedent to any further discussion, that the 
U.S.A. and the Sterling countries should agree to stabilise 
their exchanges with the Gold Standard countries, first as a 
temporary measure while the Conference was in being, but 
with the ultimate object of permanent de facto stabilisa- 
tion to be followed by a return to the Gold Standard. 
Neither the American delegation nor the delegations of the 
Sterling countries felt able to agree te this condition. They 
were prepared, however, to consider with the delegations ot 
the Gold Standard countries the problems which their pro- 
posal involved, but, curiously enough, the Gold countries 
refused to do so, and the Conference then broke up. 

Would it be prudent for the Sterling countries now to 
resume the discussions with the Gold Standard countries 
where they were broken off in 1933? As we have seen, 
it is clearly in the interests of both groups to exert them- 
selves to the utmost to rescue international trade from its 
serious plight, which is hitting the Gold and Sterling 
countries alike. 

The Sterling countries might legitimately argue that, 
having progressed a long way towards restoring their in- 
ternal production and trade, all that remains to be done to 
achieve complete recovery is to restore the flow of inter- 
national trade to something like its old dimensions. The 
restoration of stability of the exchanges would be a 
powerful factor 
in that direc- 
tion. 

But we have 
to ask  our- 
selves: Would 
it be safe for — 
the Sterling 
countries, in 
view of the cir- 
cumstances in 
which the Gold 
Standard coun- 
tries find them- 
selves to-day, 
tostabilise their 100 
exchanges with 
them? That 
clearly would 
only be the case 
if there was an 90 
assured _ pros- 
pect of that 
stability being 
maintainable 
indefinitely 
without at the 
same time im- 
posing a strain 
on the internal economy of the Sterling countries. The latter 
have managed to attain, in the course of the last three 
years, a very substantial measure of improvement in their 
internal production and trade, as well as in their trade with 
one another. It would be worse than imprudent for them 
to jeopardise the gains which they have secured unless 
stabilisation held out every prospect of further improve- 
ment. 

Let us consider, then, what, in the broadest sense, are 
the conditions indispensable for the stability of exchanges— 
that is, the conditions in which the money of one country 
will always buy more or less the same amount of money of 
another country. 

The value of money within the borders in which it passes 
current, and within which only its purchasing power can 
be exercised, is determined by what it will buy in that 
country in the way of goods and services. Eliminating, 
for the moment, the complications due to tariffs, quotas, 
etc., the money of one country will buy the same amount 
of money of another country only if the command over 
goods and services of the money of the two countries re- 
mains the same. Tariffs, quotas, etc., distort this relation- 
ship, but do not alter this fundamental proposition. Ex- 
change stability postulates, therefore, stability of the gene- 
ral price level of both countries in relation to one another. 
We have to make certain, then, that there are no factors in 
existence, or in prospect, which are liable to disturb the 
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INDICES OF INDUSTRIAL PRODUCTION 
(1931 = 100) 


NotE.—-All indices are plotted at the middle of the year (or quarter) to which they refer. 
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stability of the price levels in the two countries relative to 
one another. The most potent element liable to create suc) 
disturbances in present-day conditions is the absence, jp 
varying degrees, of a stable equilibrium in the interna| 
economy of countries. 

What do we mean by a stable equilibrium? It will pe 
shown in the succeeding paragraphs that, for this purpose, 
a stable equilibrium is a condition of things in which pro. 
duction—with a physical efficiency not inferior to that of 
competitors—can be carried on at a level of costs which, jn 
relation to the prices of the commodities produced, wil] 
leave the producer with an adequate margin of profit 
that is, a condition of things which offers a sufficient profit 
to induce producers to produce the goods the country 
needs. 


COSTS AND PRICES 


Every one of the manifestations of the present de 
pression points to the disturbance of the relationship 
between costs and prices as being at the very root of the 
shrinkage of production, trade and employment, and, 
through them, of the dislocations in the financial and 
monetary sphere. Conversely, one would have thought 
that these manifestations would by now have made most 
people realise 
that the restor- 
ation of equili- 
brium between 
costs and prices 
is the very key 
to the problem 
of recovery. 
Judging by the 
utterances 01 
eminent states- 
men, _ bankers 
and industrial- 
ists in many 
countries, how- 
ever, it seems 
that there is 
| still a sad lack 
of appreciation 
of the real 
problem which 
is facing them. 
It may be use- 


AVERAGE OF ’ 
TERLING GROUP, 





VERAGE OF | | ful, then, to re- 
ont GROUP 4 state the funda- 

1931. 1932. 1933. 1934. mentals of the 
problem. This 

will involve 

saying things 


which, to many, will be mere platitudes. The only excuse 
the writer can plead is that platitudes stated in their proper 
relations, are often not only the best way of elucidating 
a problem but also of finding a solution for it. 

This lack of appreciation seems to have its origin in the 
old fallacy that money itself is wealth. It is, of course, 
nothing of the kind, for money itself—whether made of 4 
precious metal or of paper—is incapable of satisfying ou! 
daily needs; we can neither eat, drink, nor clothe out 
bodies with it. Its value resides solely in the fact that tt 
confers on the holder of it a title, exercisable either now 0 
later, to exchange it for the things which constitute real 
wealth, that is, broadly, for the things we need for our 
sustenance and for our comfort. It is the production of 
these things which provides incomes for the community 0 
the form of real wealth. Now, in the process of produc- 
ing this real wealth, contracts of all sorts and kinds are 
entered into, which are expressed in terms of money. + 
the volume of real wealth to which the monetary unit 
confers a title changes—that is, if the prices of the things 
which constitute real wealth rise or fall—the incidence of 
these contractual obligations is changed. When prices 
have fallen, more of the things have to be given and fe 
ceived to implement such contracts, and conversely, if 
prices have risen, less of them have to be given an 
received. It follows that any change in the level of prices, 
in these circumstances, changes the weight of the elements 
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which make up the cost of production and the cost of 
production itself. 


The most obvious instance is that of a loan contract. If, 
at the time the contract matures, prices have fallen, more 
real wealth will have to be given in discharge of the debt 
than would have been necessary if they had remained 
stable. For instance, if the borrower is a producer, he will 
have to devote a larger proportion of the proceeds realised 
by the sale of his production to secure the amount of money 
required to meet his debt. The burden of the debt, in 
terms of real wealth, has been increased, and to the extent 
to which it enters into the cost of production, that cost has 
been increased. This effect of a fall of prices has become 
so clearly apparent in the course of the present depression 
that it seems now to be well enough understood, judging 
by the legislative measures which have been introduced in 
so many countries, compelling creditors to reduce the rate 
of interest substantially below their contractual rights. But 
what apparently is not sufficiently understood is that there 
are a host of other items entering into the cost of produc- 
tion which are as rigidly, or nearly as rigidly, fixed in terms 
of money as a debt itself, and therefore play a similar rdle 
in bringing about a disequilibrium between costs and prices 
—when prices change. 


A broad analysis of the items which make up the cost of 
production may help to elucidate the point further. 
Interest on long-term debt, rent, depreciation of plant, 
overhead charges, and many forms of taxation are com- 
ponents of the cost of production which are all more or less 
rigidly fixed in terms of money, while the cost of labour, 
though not rigidly fixed, is, in most countries, exceedingly 
inflexible. Practically the only item which is flexible, and 
therefore varies with the course of prices, is the cost of raw 
materials of the industry concerned, though even here a 
contract for the later supply of such materials would be 
unaffected by a change in their price. Raw materials enter, 
of course, in different degrees into the cost of production 
in different countries. In some, such as those concerned 
with the production of largely unmanufactured goods 
which are ‘‘ raw materials ’’ for other countries, and many 
industries which produce highly finished manufactured 
goods, the ratio of the cost of raw materials to the total 
cost of production is substantially less than in industries 
concerned with the production of semi-finished articles 
where the cost of raw materials bulks heavily in their total 
cost of production. An estimate based on the Census of 
Production of the United Kingdom (1930), published by 
the Board of Trade, leads one to the conclusion that, on 
an average, in conditions of economic equilibrium, about 
50 per cent. of the cost of production in Great Britain is 
absorbed by the cost of raw materials, and that the other 
50 per cent. is composed of the rigid items of the cost 
structure, viz., Wages, Overhead Charges (including Rent, 
Salaries, Social Charges, Taxes), Depreciation and 
Interest. 


The cost structure in other countries with a diversified 
economy like our own is probably not very different. 
Countries mainly engaged in the production of ‘‘ raw 
materials,’? on the other hand, will have a cost structure 
in which the rigid items predominate, sometimes rather 
substantially. 


THE EFFECT OF FALLING PRICES 
ON COSTS 


IT may be helpful to illustrate, by a few simple figures, 
the effect of a sharp fall of prices on the relations between 
Costs and prices. 


The index figure for Raw Materials in the United King- 
dom (1928 = 100) in 1932 stood at 65, and in July, 1934, 
at 67, while the index figure of a representative group of 
Manufactured articles, on the same basis and during the 
same two years, was 74 and 80. In the table which follows 
it is assumed that half the cost of manufacture is made up 
of raw materials, 
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A B G 
july, july, 
1928 1932 1934 

Price of raw materials............... 100 65 67 
Cost of production : — 
Raw materials, say........:.-<s+. 45 294 304 

Rigid cost items, say ............ 45 45 45 
90 74} 75} 

Price of manufactured articles ... 100 74 80 
Profit (+-), loss (—)......sscecsseeeee +10 —} +43 


Column ‘‘ A,’’ in this table, represents a condition of 
things in which the cost of production is in adjustment 
with the price of goods produced, and it is assumed that 
this was the case in 1928. Column ‘‘ B ”’ illustrates how a 
sharp fall of prices disturbs this equilibrium through the 
rigid part of the cost structure preventing costs from fall- 
ing in the same ratio as prices do. Column ‘‘ C ”’ illus- 
trates a stage of recovery in which some adjustment of the 
price-cost relations has taken place through a rise in the 
price of the manufactured product. While this table is in- 
tended to be no more than a schematic presentation of these 
developments, it will be observed that the prices of Raw 
Materials and of Manufactured Articles in ‘‘B”’ and 
‘“C’’ have some statistical basis. 


It should be emphasised that the effect of a sharp fall of 
prices differs widely in different types of industry, not only 
because of the differing ratio of the cost of raw materials 
to total costs in each industry, but also because of changes 
in the relative weight of the rigid cost items. Thus, in 
highly developed manufacturing industries, overhead 
charges absorb a greater part of the costs and are more 
inflexible than the overhead charges of other industries. 
Any substantial reduction of output, therefore, has the 
effect of increasing the cost of production rather substan- 
tially, and so of accentuating the disequilibrium. 
Dwindling profits, on the other hand, are always a power- 
ful incentive to improve efficiency, and such improvement 
usually does take place in times of depression. Generally, 
it may be said that a serious disturbance of the price-cost 
relations in manufacturing industries destroys the incentive 
to produce, and quickly leads to a curtailment of produc- 
tion. Incidentally, such curtailment prevents the prices 
of their products from falling as steeply as those of other 
industries. The plight of these industries, apart from the 
loss of profit and the cost of maintenance which they 
suffer, and the possibility of foreclosure due to inability 
to meet debt charges, finds its most distressing expression 
in the unemployment it causes. 


The industries concerned with the production of raw 
materials—and that applies especially to agriculture—are 
substantially more heavily hit by the greater proportion of 
rigid items of which their cost structure is composed. The 
distress of agriculture is accentuated by the fact that such 
a disturbance does not, as a rule, lead to a curtailment of 
output; indeed, the reverse is often the case. The reason 
is a simple one. The farmer is almost always in debt, and 
has many other obligations to meet that are fixed in terms 
of money. Being deeply attached to his land, and pro- 
bably unable to earn a living in any other field, he will do 
all he can to ‘‘ carry on,’’ and so prevent foreclosure of 
his land. This, and the hope that when the next harvest 
comes round he will be able to sell his crop at a higher 
price, spurs him on, not only to continue to produce, but, 
if possible, to increase his output, whatever the cost may 
be, so as to enable him to meet his increased burden of 
fixed charges. Hence the phenomena the world over of 
maintained agricultural production, accumulation of unsold 
stocks, and a particularly heavy fall of agricultural prices. 
Hence, also, the disequilibrium between the prices of agri- 
cultural products and those of manufactured goods, in 
which the former fall heavily through forced production, 
and the latter fall less through forced curtailment—one of 
the characteristic features of the depression, and one which 
tends to aggravate it and make recovery more difficult. 


The developments of the last five years can leave us in 
no doubt, then, that the cause and virulence of the depres- 
sion is due to the fall of prices having been so steep and 
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WHOLESALE PRICES, COST OF LivIne AND THE DIVERGENCE BETWEEN THEM—-ON THE ASSUMPTION THAT AL . 
RELATIONSHIPS WERE NORMAL IN 1928. 


Note.—The line marked ‘‘ Divergence’’ shows the difference between Cost of Living and Wholesale Prices, expressed as a con 
percentage of Wholesale Prices. pro 
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pid that it has caused the cost of production to be thrown 
completely out of equilibrium with the prices of the goods 
roduced. The restoration of this equilibrium is there- 
ore the most important and most urgent objective to be 


attained. 





THE DIVERGENCE BETWEEN COSTS 
AND PRICES 


Tue fact that industrial production and employment in 
the Sterling countries has increased rather substantially in 
the last two years, leads one, naturally, to surmise that this 
improvement is due to the price-cost relations in these coun- 
ties having been brought nearer to equilibrium. 
And, conversely, that the continued deep depression 
in the Gold countries is due to the price-cost re- 
lations in those couniries being in a serious state 
of disequilibrium. Adequate statistical material is 
unfortunately not readily available which would permit 
of a direct test being applied to this proposition. There is 
an indirect way, however, in which it may be tested. 
There is hardly any country in the western world which does 
not prepare reliable indices of the cost-of-living. A com- 
parison of the composition of these indices with those of the 
general cost of production shows that the ratio of rigid 
and flexible elements of which they are composed 
are pretty well the same in both cases. The cost- 
of-living index thus provides a fairly reliable substi- 
tute for an index of the average cost of production 
in a country. Tests which were applied to verify 
this have shown a close correlation of movements. Yet 
it would be a mistake to regard the cost-of-living index 
as being more than an indicator of trend rather than of the 
absolute level of the cost of production. Improvements in 
the efficiency of production, due to technical progress and 
greater efficiency of labour, are usually fairly quickly re- 
flected in a reduction of the cost of production, especially 
in the manufacturing industries. The influence on the cost- 
of-living index of such cheapening of production costs, how- 
ever, is likely to be delayed. Yet the tests applied have 
shown that, over periods of some five years, the movement 
of the cost-of-living index may be regarded as a pretty 
teliable indicator of the trend of the general costs of 
production. 


The index of wholesale prices is almost invariably com- 
posed of such items as enter largely into the economy of 
the particular country, and it is therefore a good indicator 
of the trend of prices which producers in that country can, 
on the average, secure at wholesale for the goods they 
produce. By examining the course of the index of whole- 
sale prices in relation to that of the cost-of-living, we get 
a fairly accurate picture of how the relations be- 
tween costs of production and prices of the goods 
produced have developed. If we suppose that the 
price-cost relations were in a fair state of equilibrium 
In 1928, and if we equate back to the average of that year 
the indices of the cost-of-living and of wholesale prices, we 
are able to follow the divergence of their movements. That 
divergence, when expressed as a percentage of the whole- 
sale price index, provides us with a good indicator of the 
trend of the disturbance in the price-cost relations of the 
country concerned. This method has been applied in the 
Preparation of the diagrams opposite. For the sake of 
economy of space, two countries only of each of the groups 
have been selected for the purpose, viz., France and Bel- 
glum as representative specimens of the Gold Group, and 
the United Kingdom and Canada of the Sterling Group. It 
should be added that the trend of developments in the other 
Gold, as well as in the other Sterling countries, is very 
similar to those portrayed in these diagrams. 


The following table will complete the picture. It shows 
the date and extent of the divergence in each country when 
it had reached its peak, and the divergence at the end of 
September last. 
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“* DIVERGENCE ”’ FOR VARIOUS COUNTRIES CALCULATED ON THE 


ASSUMPTION THAT THE DIVERGENCE WAS NIL IN 1928, 
1.e., THAT THERE WAS THEN EQUILIBRIUM 
Peak Sept. 
Country Date 1934,* 
Gold group : 
ES acctcsimnancte September, 1934 aa a2 
Re ite uae December, 1933 54 52 
RIES voc cucaneancadenes March, 1933 ..... aa 60 
Pca css aduuipeewusacnexe December, 1933 44 34 
SWICZETIANG ....0000000000. February, 1933... 33 30 
Sterling group : 
United Kingdom ....... September, 1931 25 15 
CE caciranducconeenaees August, 1931 ... 23 7 
IN i caceicwsnciudee November, 1930 15 1 
SEIN ncucsiencswutcncnss September, 1931 26 17 
ROR iccsintinnanscpees Ruby, BUS sics<es: 22 13 
DOME ASTIOR, | cscscccecces October, 1932 ... 2a 8 


* Where figures for September are not available, the nearest 
month to it is taken. 

A few words of comment are desirable regarding the 
divergence figures of France. It may be objected that the 
year 1928 does noi constitute equilibrium in her case owing 
to her currency difficulties in 1925-26, and that, if another 
year had been chosen as the base from which the diver- 
gence is traced, the ‘‘ picture ’’ would be different. In the 
tirst place, it should be remembered that France had de facto 
stabilised her currency since the end of 1926 at what in 
June, 1928, became its new de jure gold value. In the 
world conditions then prevailing, adjustments to the new 
parity would have taken place fairly quickly, and a year 
seems ample. The fact, moreover, that the French Autho- 
rities thought it prudent to proceed with de jure stabilisa- 
tion in 1928, lends support to the view that French economy 
had then adjusted itself to the new gold value of the franc. 

However, in order to test this possible objection, two 
calculations were made, one bringing the base year back 
to the average of 1920 and the other bringing it forward 
to the average of 1930. In the former case, the diver- 
gence began to develop strongly in 1929, and to increase 
uninterruptedly to 100 per cent. in September of 1934. 
With 1930 as base, the divergence rose steeply and uninter- 
ruptedly, and reached more than 30 per cent. by the middle 
of 1934. A similar test of the divergence in Great Britain 
with 1930 as the base year shows that the divergence had 
been wiped out almost completely by September, 1934. 


THE FAILURE OF DEFLATION 


THE diagrams and figures presented tell their own tale. 
While the trend in the Sterling countries since 1931 is 
towards equilibrium, the trend in the Gold countries is 
away from it. All the deflationary measures taken by the 
Gold countries to lower their level of costs, so as to bring 
them into greater harmony with the level of prices, have 
failed almost completely in their purpose. And it could 
not be otherwise, for the cost structure in the economic 
and social organisation of to-day contains so many rigid 
items that it is simply impossible to restore equilibrium 
between costs and prices by deflation, except when 
the disequilibrium is comparatively slight. To the 
extent, again, to which they are reduced (mainly by a 
reduction of wages and salaries) the process has a depress- 
ing effect on prices, because the reduction involves a 
reduction of the monetary income of the community, and 
this, in turn, a lesser demand for goods at current prices. 
As Mr Neville Chamberlain so truly said, when addressing 
the Monetary and Economic Conference last vear: 
" . an all-round reduction of costs produces farther 
deflationary effects on prices, so that costs and prices chase 
each other downwards without ever getting to equili 
brium ”’ and “‘. . an attempt to obtain equilibrium by 
further large reductions of costs would be attended by 
intolerable suffering, and holds out no hope of success.”’ 
The opinion is sometimes expressed that the solution of 
the difficulty must be sought in the rigid part of the cost 
structure being made more elastic, so that any change in 
the level of prices may be quickly followed by a corre- 
sponding change in the cost of production. The idea is 
logical enough, but is wholly impracticable, for the 
rigidity of many items in the cost structure of to-day is 
as much part and parcel of our civilisation as is the steam 
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engine, the electric dynamo or the motor-car. The idea 
is as far removed from reality as it is to suggest that the 
motor-car should be abolished because it causes more 
accidents than horse-drawn vehicles. Our modern methods 
of production, with their ever-increasing division of labour, 
call for an increasing use of credit for increasingly 
complex and costly plant and equipment, and for in- 
creasingly elaborate merchanting arrangements, and our 
modern social organisation for contributions to a variety 
of social services. Progress tends to extend, rather than 
to diminish, the rigidity of the cost structure. Hence the 
increasingly urgent need for a monetary system which will 
obviate violent changes in the level of prices so that major 
disturbances in the cost-price relations may be avoided. 

The gap between costs and prices in every one of the 
Gold countries is now at or near the maximum ever 
reached in the depression. It is so wide that it is impos- 
sible to conceive that deflation, which has so utterly failed 
in the past, when the trouble was less pronounced, can 
achieve a task which has now grown to gigantic propor- 
tions, especially when the practical means of deflation are 
nearing exhaustion. For, let it never be forgotten that 
deflation is merely another term for reducing incomes, and 
that, in our Western world, there is a limit—which must 
almost have been reached in the Gold countries—below 
which incomes cannot be reduced without provoking the 
most dangerous kind of social and political reactions. 

The task of restoring equilibrium in their internal 
economy is made even more impossible by the fact that 
several of the Gold countries have resorted to measures 
which are wholly in conflict with the aim they profess to 
be pursuing, i.e. to deflate costs so that they may be 
brought into harmony with the low level to which prices 
in their countries have fallen. Thus, some of them, in an 
endeavour to assist their agricultural population—which, 
as in all countries, has been the first to feel the disturbing 
effect of the fall of prices—have not only imposed pro- 
hibitive duties on the import of agricultural products, but 
have also fixed minimum prices for such products. These 
minimum prices are very substantially higher (in some 
cases two or three times higher) than the prices ruling in 
the world’s markets. Measures of this kind, while re- 
lieving the burden of one section of the community, throw 
a disproportionately heavier burden on the rest through 
the cost of living being kept at an unduly high level. 
In the process, the reduction of the internal costs of pro- 
duction is impeded—if costs are not actually raised—so 
defeating the deflationary measures to reduce these costs. 
The effect of these self-destructive measures is strikingly 
apparent in the trend of the French Cost-of-Living Index. 
Tt will be observed from the diagram reproduced earlier 
in this paper that, in spite of the formidable fall of general 
prices, the cost of living to-day is at about the same level 
as it was in 1928. 

If deflation is incapable of restoring equilibrium between 
prices and costs—and the experience of the Gold Standard 
countries provides an eloquent testimony on this point— 
then the only other course open to them is to raise their 
internal level of prices sufficiently to bring them into har- 
mony with their high level of costs. The only direct, 
simple and controllable method of achieving this is by the 
bold measure of devaluation of their currencies. 

One can appreciate the reluctance of countries who have 
devalued their currencies comparatively recently to embark 
on this course a second time after the lapse of so short an 
interval. Yet, if it were only realised that the earlier 
devaluation has done no more—indeed could do no more 
—than correct the internal disequilibrium which had then 
accumulated (and which then proved incapable of adjust- 
ment without that devaluation), it would be appreciated 
that this attitude of mind has no logical basis, and is far 
removed from the realities of the situation. The fact is that 
a formidable new disequilibrium has been built up, for 
quite other reasons, which needs correction. It being 
impossible to correct it by deflation, devaluation is the only 
effective way in which the countries concerned can save 
themselves from the unfathomable dangers which rapidly 
growing distress creates. Besides, social justice is largely 
on the side of devaluation, for the class of the community 
who are supposed to suffer in the process (i.e. the creditor 
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class in the broadest sense) would, in fact, merely be fo. 
going an uncovenanted benefit which the fall of prices hag 
dropped into their lap, and the concurrent increase in th, 
purchasing power of the money owed to them. Incideyy. 
ally, it should be emphasised that devaluation to a lowe 
statutory gold parity carries with it the safeguard againg 
uncontrolled inflation. 

Another misconception—so prevalent abroad—deservyes ; 
few words of comment. It is the belief that huge gojj 
reserves are proof positive that a country can, and should 
maintain the Gold Standard at the old parity. Nothing 
can be further from the truth. The abandonment of th 
Gold Standard, or the devaluation of its currency, may 
be forced on a country for more than one reason. It may 
be forced upon it by sudden and heavy withdrawals o 
short-term balances, coupled with the impossibility of off. 
setting this movement quickly enough by the collection oj 
short-term debts from other countries, resulting in a rapid 
depletion of gold reserves—the immediate cause of Grex 
Britain being pushed off gold in 1931. But a country may 
also be forced to abandon the Gold Standard, or to devalue 
its currency to a lower gold parity, because commodity 
prices, in terms of gold, have fallen so heavily that the 
disequilibrium between the burden of debt and income 
and between prices and costs becomes insupportable, and 
causes a general breakdown of credit and of production and 
trade—the immediate cause of the abandonment of the 
Gold Standard by the United States of America in 1933, 
The Gold countries are to-day in a position not fundament- 
ally dissimilar to, though at present not as acute as, that of 


the United States of America when it abandoned the Gold 
Standard. 


THE PREREQUISITES OF EXCHANGE 
STABILITY 


WE can now revert to the question which we have set our 
selves to answer: Would it be prudent for the Sterling 
countries to take up the discussions with the Gold Group 
where they were left off at the conclusion of the Monetary 
and Economic Conference last year? In the light of what 
has been said, it should be clear that neither exchange 
stability nor the re-establishment of the Gold Standard can 
become matters of practical politics until the Gold cour- 
tries have put their house in order. Not until they have 
restored their internal economic equilibrium by a devalue- 
tion of their currencies to a point at which prices and 
costs will have been brought back to a healthy equilibrium 
will the danger be removed of violent changes in their 
level of prices in relation to that of the Sterling countries, 
and will it therefore be possible to keep the exchanges 
stable. And not until then can the Sterling countries link 
their currencies to gold without running the risk of being 
dragged down again by a further fall of gold prices. 

It goes almost without saying that, helpful as exchange 
stability with theGold countries would be, the Gold countries 
as well as the Sterling countries cannot attain a full measure 
of recovery unless America and Germany are also brought 
into the fold. They, too, will obviously have to re-estab- 
lish internal equilibrium before their exchanges can be 
stabilised. Substantial progress in this direction has 
already been achieved in America. If it were not for the 
uncertainties which especially the N.R.A. codes and the 
various social reform programmes create regarding the 
future monetary developments in that country, the possi- 
bility of exchange stabilisation would be nearer practical 
consideration. The German situation, on the other hand, 
remains hopelessly confused, not so much because het 
problems are fundamentally so very different and so much 
more difficult, but because of the manner in which they are 
being faced. There is hardly a single one of the many and 
varied measures she has taken which can be said to be of 
real value for her restoration—indeed, most of them tend 
to impede it. She has depreciated her currency (as 
evident from the rising tendency of her internal price level 
and the heavy discount on most of her many species of 
marks), but has prevented that depreciation from having 
its balancing effect on her internal disequilibrium by 
severely limiting its scope to special and restricted types of 
transactions. For this purpose, many weird species of het 




















Jan 
en 


own cu 
to her 1 
nth 
main | 
badly 

parent 
due to 






























































































































































































































































1935 
be fore. 


Ices has 
€ in the 
Ncident. 
a lower 
agains, 


SET Ves a 
S€ gold 
Should. 
Nothing 
Of the 
Y, May 
It may 
Wals of 
of off. 
‘tion of 
a Tapid 
F Great 
ry May 
levalue 
modity 
at the 
1COMes 
le, and 
on and 
of the 
1933. 
ament- 
that of 
e Gold 


(GE 


t our- 
terling 
Group 
netary 
what 
hange 
‘d can 
coun- 
have 
yalua- 
; and 
brium 
their 
tries, 
anges 
s link 
being 


lange 
ntries 
asure 
ught 
stab- 
n be 

has 
r the 
1 the 
+ the 
ossi- 
“tical 
and, 

her 
nuch 
y are 
and 
ye of 
tend 
is is 
level 
5 of 
ving 

by 
as of 
her 















January 5, 1935 





jwn currency are being created, and strangling restrictions 
her trade imposed. In this manner she gets the worst of 
pth worlds. She, too, apparently fails to realise that her 
gain difficulty arises from her internal economy being 
ydly in disequilibrium, and that the more plainly ap- 
zrent difficulties in her foreign trade are in large measure 
jue to that internal disequilibrium. 


NEED FOR A WORLD MONETARY 
SYSTEM 


Qyce internal equilibrium is restored in the Gold countries 
aid America (and one may hope also in Germany), it will 
ie possible to think not merely of exchange stability over 
a restricted area, but of the re-establishment of an inter- 
sational monetary system, for the postulates of the latter 
ue not vitally different from those of the former. 


The myth that any country, however well endowed with 
gatural riches, can make herself self-sufficient without de- 
basing the standard of life of her people a long way below 
the limit which any civilised community will permanently 
accept, should, by now, have been swept away by the ex- 
perience of the last few years. That experience can leave 
0 country in any doubt that it is indispensable for the 
attainment of a full measure of social contentment to create 
conditions in which international economic intercourse can 
be resumed on a scale comparable with that to which the 
world had adjusted itself before the depression. The re- 
establishment of an international monetary system is, 
without doubt, an essential condition for such restora- 
tion; for the process of maintaining the exchanges stable 
imposes a discipline in economic, financial and monetary 
afairs, which is probably unattainable without the compel- 
ling force of such a system. But, clearly, the system must 
inspire confidence, and there must be a well-grounded pro- 
spect that it will be allowed to function in a manner which 
will support, and not destroy it as the International Gold 
standard was destroyed in 1931. 


Let us consider, then, first what type of monetary stan- 
dard is likely to enjoy the greatest measure of confidence 
over the widest area, and then what the surrounding con- 
ditions must be if such a standard is to function smoothly 
and efficiently, so as to give to the world’s economy the 
stable monetary basis which is indispensable for its ordered 
progress. 


What is that monetary standard to be? Is it to be (a) a 
Managed International Paper Standard, or (b) an Inter- 
tational Gold Standard? Economists could no doubt devise 
a number of schemes for an International Paper Standard 
which would work admirably in a world in which human 
affairs are governed by pure logic and reason. But, for- 
lunately or unfortunately, we do not live in that type of 
world. Human affairs in our world are governed far more 
by emotions, beliefs, traditions and prejudices than by logic 
and reason, and this applies particularly to monetary affairs. 

One of the most remarkable phenomena of the present 
depression is the implicit faith which people the world over 
ave shown in gold as a safe refuge for their cash resources. 
Right through the depression, there could be observed a 
‘teadily increasing tendency for people to convert their cash 
‘sources from currencies whose convertibility into gold 
seemed in doubt into currencies the convertibility of which 
Was believed to be more assured; and. when the number of 
he latter dwindled, into gold itself. There has never been 
any teluctance to accept gold in settlement of debts what- 
ever the circumstances might be, or to regard it as the only 
Possible basis for money. Whole nations, in the present 
depression, have undergone untold privations for the sake 
of maintaining the link between their currencies and gold. 
It would be foolish not to give the fullest weight to this 
irmly established psychological fact. As an eminent banker 
once said: ‘‘ If nine people out of ten believe the Gold 
eee is the best monetary mechanism, then it is the 


At the time when the United States of America abandoned 
the Gold Standard, and when there were only some half a 
dozen countries which maintained that Standard unim- 
Paired (but whose own position was none too secure) there 
might have been room for doubt regarding the future of 





THE ECONOMIST 


[ The Road to 9 
Recovery Supplement, 





gold. The fact, however, that these circumstances, far from 
diminishing that faith, actually increased it, compels one to 
recognise its importance when one is thinking of the future 
organisation of the world’s monetary affairs. 


The measure of hoarding of gold by the public in the 
countries of the Western world in recent times is an interest- 
ing commentary. A fairly reliable estimate assesses these 
hoards at: — 


Gold Pounds 
189 millions at the end of 1931. 


2038 = ‘i » 1932. 
335 1933 (American crisis). 
2385 oe September, 1934. 


The Sterling Standard has worked tolerably well, but it 
would be a mistake to conclude from this that a Managed 
International Paper Standard would work equally well. The 
satisfactory functioning of such a Standard postulates a 
similarity of understanding and of outlook on monetary 
affairs, a degree of faith in the Standard itself, and a 
measure of international co-operation for its management 
which we have no right to expect. Co-operation in the big 
issues of international monetary affairs—regarding which 
more later on—has been, let us frankly admit, a dismal 
failure. We have no reason then, to suppose that co-opera- 
tion will be more efficient and successful in a task far more 
difficult and delicate, and far less well understood, than the 
task on which it has failed. It would be a mistake also to 
underrate the importance of faith in a monetary standard 
as an element for its satisfactory functioning. It is true 
enough that the people of some countries are tempera- 
mentally less susceptible to monetary panics than others. 
The broad masses of the British peoples have never been 
‘‘ exchange-minded,’’ and have never shown any pro- 
nounced tendency to fly from Sterling, whether Sterling 
rested on gold or on management ; but such confidence in 
one’s national currency is very far from being universal, 
and, where it is lacking, the possibility of a flight from the 
currency is a real danger. 


We have, then, on practical grounds, to dismiss the idea 
of a Managed International Paper Standard. Let us con- 
sider, then, what are the conditions in which it would be 
safe to re-establish an International Gold Standard. 


AN INTERNATIONAL GOLD 
STANDARD 


THERE will probably be no divergence of view that the 
following conditions are indispensable for its satisfactory 
working : — 

(1) The restoration of internal economic equilibrium in the 
individual countries, as defined in the preceding para- 
graphs. 

(2) The fixation of exchange rates which correspond to these 
equilibrium conditions in each country. 

(3) The adequacy of gold reserves, and the prospect that these 
reserves will be augmented by new supplies of gold 
adequate to allow the world’s economy to resume its 
old rate of progress without disturbance to the stability 
of the standard of value through a shortage of monetary 
gold. 


(4) Reasonable freedom of international economic intercourse ; 
and particularly the abandonment of exchange restric- 
tions, quotas, and the many other devices of a similar 
kind which the depression has brought into being. 

(5) The cancellation of Reparation and War Debts; 

or, if this should not be possible, 
A settlement of these debts in a manner which will not 
impair equilibrium; and, lastly, 

(6) A reasonable assurance that violent fluctuations in the 
purchasing power of gold will be avoided. 

Let us consider, seriatim, these conditions : — 


1. The question of ‘‘ the restoration of internal economic 
equilibrium ’’ has been fully dealt with earlier in this 
paper. Here, it is sufficient to emphasise once more that 
it is the most important of the preliminary conditions re- 
quired before an International Gold Standard can be set 
up with any hope of performing its functions satisfactorily. 


2. ‘‘ The fixation of exchange rates which correspond to 
these equilibrium conditions in each country ”’ is a matter 


which clearly can only be dealt with when the first 
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condition has been fulfilled. For, only when the countries 
concerned have attained internal equilibrium will it be 
possible to determine the ratio of exchange which corre- 
sponds to that equilibrium in relation to the equilibrium 
conditions of other countries. 


3. ‘‘ The adequacy of Gold Reserves.’’ Postulating a 
devaluation of currencies of all countries to 60 per cent. of 
their former gold value, the position of the monetary gold 
reserves in the world in relation to requirements becomes a 
very interesting one. In terms of Sterling, devalued to 
6o per cent., there would be available in the world no less 
than {£4,863 millions’ worth of monetary gold, divided as 
tollows : — 


(£ millions) Rest 
Gold of the 
U.S.A. Group World Total 
Present value of monetary gold, 1,618 1,823 1,422 4,863 
with sterling devalued to 60% (33%) (38%) (29%) 
Value of 1928 monetary gold 851 437 984 2,272 
stocks, with sterling at old (38%) (19%) (43%) 
par value. 
Effective increase..............00+. +90% +317% +45% +114% 


The figures in the first line include {475 millions of gold 
estimated to be held in Equalisation funds and hoards in 
the West. 

These gold stocks, if employed for monetary purposes 
with the same efficiency as in 1928, would permit of a very 
substantial rise of prices, in terms of the devalued gold 
currencies, above the present level of Sterling prices. 
Another interpretation of this situation is: Assuming 
economic progress to be resumed at the old rate of about 
3 per cent. per annum, and the value of the world’s gold 
production to rise from its last year’s level of £106 millions 
to £125 millions “‘ old ’’ gold pounds per annum by 1937, 
and then to continue at the same figure; and assuming 
further that, from then onwards, no more than 50 per cent. 
of that production would be available for monetary pur- 
poses, then the value of existing stocks and new accretions 
to the monetary gold stock of the world would be enough 
to maintain the purchasing power of gold stable for sub- 
stantially more than a generation. 

A general devaluation of currencies to 60 per cent. of 
their tormer gold value thus creates an entirely new situa- 
tion in the world’s monetary gold reserves in relation to 
requirements. We have no longer to think of a deficiency 
to maintain prices with economic progress at the old rate 
of 3 per cent. per annum, but of a substantial redundancy. 
The danger is no longer that bad management of the Gold 
Standard will depress the world level of prices, but that 
it will raise it. The question of maldistribution, too, no 
longer has the significance it would have had if it had 
been a question of returning to the Gold Standard at the 
old parities. 

The Gold Reserves of all countries other than the United 
States of America and the Gold countries, would, at the 
moment, amount to about 1,422 million ‘‘ new’’ gold 
pounds, as compared with reserves at the end of 1928 of 
984 million ‘“‘ old ’’’ gold pounds. This represents an in- 
crease in the currency value of gold reserves in these 
countries of 45 per cent., despite a fall of 13 per cent. in 
their physical volume. Put somewhat differently, suppos- 
ing the United States of America and the Gold countries 
were, in spite of their superabundant gold reserves, to 
continue to sterilise as great a proportion of them as they 
have sterilised in recent years, and supposing that, of the 
newly produced gold available for money, the rest of the 
world received a share equal to their share of the world’s 
international trade, or their share of total world produc- 
tion, they would possess enough gold to meet their 
monetary needs for almost a generation, on the assumption 
that their production and trade resumes its old rate of 
progress of 3 per cent. per annum. A redistribution of 
gold reserves thus ceases to be a matter of moment for a 
long time to come. 


4. Restoration of ‘‘ reasonable freedom of international 
intercourse.’’ High tariffs, and more especially the 
frequency and drastic manner in which they were changed, 
were no doubt impeding international trade in the pre- 
depression period. Yet that trade increased handsomely 
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in spite of these restrictions. The depression, howeyg 
has created an entirely new situation. Exchange regula. 
tions, import restrictions, quotas and a host of othe 
measures of a similar character have been imposed ove 
a vast area of the globe. Their efiect on internation 
trade has been catastrophic, and their removal is indi. 
pensable for its restoration. Their origin may be tracg 
to the mistaken, but at one time almost universally helg 
belief that the disturbances of the balance of trade, from 
which most countries were suffering, could be correcte 
by impeding imports without affecting exports. Th 
developments of the last two years should have dispelled 
by now, any illusions on this score, and should have 
brought home the truth that the disturbance of the balance 
of trade is merely one of the comsequences of the dis. 
equilibria which the fall of prices has brought about in the 
relations between debts and incomes, and between cos 
and prices. Once these disequilibria are corrected, the 
need for exceptional restrictions will largely disappear, and, 
with it, one may expect, the restrictions themselves. Only 
then will the way be open for a general return to the Gold 
Standard. 


5. The question of International Reparation and Wa 
Debts may be said to have been advanced a long way 
towards a solution. The march of events, no less than the 
realisation of the fact that payments of uneconomic debts 
of this kind across frontiers are in large measure responsible 
for the present depression, should be a sufficient warning 
against exposing the world’s economy once more to disturb- 
ances of so disastrous a kind. One can only hope tha 
broad-minded statesmanship will succeed in removin; 
swiftly and completely this bugbear to world recovery by 
a settlement which will be accepted as honourable by all 
parties concerned. 


We now come to the last of the conditions, viz:— 


6. ‘‘ A reasonable assurance that violent fluctuations in 
the purchasing power of gold will be avoided.’’ Earlier 
in this paper, it has been shown how disastrous is the effect 
of a steep fall of prices on the whole economic structure 
through the disturbances it creates in the relationship 
between debts and incomes and between prices and costs 
Reference has also been made to the futility of expecting 
that it will be possible to avoid such disturbances in the 
future by imparting greater flexibility to the rigid elements 
in the cost structure, and that the march of progress, both 
economic and social, is tending to make them more, rather 
than less, rigid. It should be clear, then, that the avoid. 
ance of violent fluctuations in the purchasing power 0! 
money—and, under an International Gold Standard 
system, of gold—is of the utmost importance. This was 
fully recognised by the Genoa Conference as far back 
as 1922. Its Resolutions enjoined central banks to co 
ordinate ‘‘ The demand for gold’’ . . . ‘‘ to avoid those 
wide fluctuations in the purchasing power of gold which 
might otherwise result from the simultaneous and com- 
petitive efforts of a number of countries to secure metallic 
reserves,’’ and to co-operate in the regulation of credit 
“not only with a view to maintaining the currencies a 
par with one another, but also with a view to preventing 
undue fluctuations in the purchasing power of gold. 
These Resolutions were passed unanimously by all the 
European countries who were represented at the Com 
ference. The very conception of central bank co-operation 
for the purpose set out in these Resolutions owed its birth 
to them, and the belief was, and still is, that this policy 
of co-operation is being actively pursued. There is nothing 
to support that belief; indeed, the developments ever since 
the general return to the Gold Standard in 1925/26 flatly 
contradict it. The purchasing power of gold—the violent 
fluctuations of which were to have been avoided by this 
co-operation—increased uninterruptedly since then, fits 
slowly until 1929, and from then onwards at a galloping 
pace, with the result that its purchasing power had risen by 
some 50 per cent. just prior to the breakdown of the Inter 
national Gold Standard in 1931. Measured by the Index 
of French Wholesale Prices, there has been a further I 
crease since then of about 50 per cent., so that the purchas 
ing power of gold at the present time is some roo per cent 
greater than it was in 1925—probably a record in history. 
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CENTRAL BANK CO-OPERATION 


Tug reason for this absence of co-operation is now pretty 
obvious. It is undoubtedly due to a wide gulf between the 
conceptions of the Gold and of the Sterling countries as to 
yhat the purpose and the goal of monetary policy should 
ie, The Sterling countries believe, and both reason and 
aperience are on their side, that the goal should be the 
jvoidance of violent fluctuations in the purchasing power 
of money in relation to commodities, and therefore—under 
, Gold Standard system—of gold itself in relation to com- 
modities. They realise that such fluctuations cause real 
incomes to be redistributed, and that such redistribution is 
both unjust and highly injurious to the ordered progress of 
their economy. The Gold countries, on the other hand, 
sem to regard the purchasing power of gold in relation to 
commodities as something completely outside the scope of 
monetary policy—as something that has to be accepted 
because Providence ordains it. They seem to believe that 
al] must be well as long as their national money will buy 
the same weight of gold, no matter how much that weight 
of gld may buy in the way of commodities and services. 
They seem to be impervious to the simple truth that their 
populations are engaged, as are the populations of all other 
countries (except those who are prominently concerned 
with gold mining), in the production of the things they need 
for their sustenance and comfort, that these things con- 
stitute their ultimate and real incomes, that money is 
merely a measure of value and a medium of exchange of 
these things, and that any change in the purchasing power 
of money causes an unmerited redistribution of this real 
income of the nation to the great injury of its economy. 


If the experience and the hardships of the present de- 
pression were incapable of modifying this conception, we 
have no right to suppose that co-operation with the central 
banks of the Gold countries in the future will be any more 


successful than it has been in the past. 


But must we, for that reason, abandon all idea of re- 
establishing an International Gold Standard? Have we 
not—as with most things in this imperfect world of ours— 
to decide this question by weighing up evils and choosing 
the lesser? Which, then, is the lesser evil in this case? 1s 
it the evil which springs from the imperfections of the Gold 
Standard due to the absence of central bank co-operation 
to prevent major fluctuations in the purchasing power of 
gold? Or is it the evil which springs from the instability 
of the exchanges over a wide area, and from the absence of 
the discipline which adherence to a common international 
standard imposes upon countries in their economic, finan- 
cial and monetary affairs, with their corollary of seriously 
curtailed international trade and international lending? 


_ To deal with the second of these points first. The world’s 
international trade (valued at a constant price level) has 
increased in the period from the beginning of this century 
to the outbreak of war at a compound rate of about 3 per 
cent. per annum—that is, at about the same rate as world 
production has increased. From 1924 to 1929, international 
trade has increased by some 5} per cent. per annum (the 
relatively high percentage being no doubt due to the cur- 
tailment of that trade during the war period and imme- 
diately after it). From 1929 to 1934, it has decreased at 
arate almost precisely equal to the rate of increase of the 
preceding five years, i.e. 54 per cent., so that it is, at 
present, no greater than it was in 1924, although the popu- 
lation has meanwhile increased by a round ro per cent. If 
there had been no strangulation of international trade, and 
if, on the average, that trade had increased by no more 
than its pre-war rate of progression, it would be some 
30 per cent. greater now than it was in 1924. To appre- 
Clate the importance of that difference to Great Britain, it 
should be recalled that the volume of her export trade in 
hormal times used to be equal to some 30 per cent. of her 
total production. The strangulation of foreign trade has 


thus robbed her of an outlet of no less than about 9 per 
cent. of her normal production. An increase of 9 per cent. 
in her present production might well absorb almost the 
whole of her unemployed. 

The restoration of international trade is, then, a matter 
of supreme importance for Great Britain, as well as for the 
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rest of the world. Without it there is little hope of finding 
productive employment for the mass of unemployed in 
every land, and an adequate outlet for the production of 
the countries engaged in the primary industries. 


What, on the other hand, are the disadvantages which 
are likely to arise from the absence or inadequacy of central 
bank co-operation to prevent major fluctuations in the pur- 
chasing power of gold in the new conditions in which the 
International Gold Standard would be functioning? On the 
supposition that all countries will have devalued their cur- 
rencies to 60 per cent. of their former gold value, and that 
they will, in this manner, have restored internal equilibrium, 
there will be available a stock of monetary gold, in terms 
of devalued currencies, far in excess of that needed to 
support the present Sterling or Dollar price level. The 
danger—as has been pointed out already—would not be in 
the direction of a fall of prices, but of a rise. When economic 
equilibrium has been attained, a rise is no doubt undesir- 
able, especially if it takes a violent form, but the harm it 
would do is as nothing to the destructive effect of a steeply 
falling level of prices. It seems extremely unlikely, how- 
ever, that the countries of the Gold Group and the United 
States of America will, for many years to come, depart trom 
their now almost traditional policy of sterilising a very large 
part of their superabundant gold reserves. The effect of 
that policy would be to circumscribe rather severely the 
potential rise of commodity prices, for the redundancy of 
monetary gold stocks in the countries outside the Gold 
Group and the United States of America is relatively small. 

Let us suppose, for a moment, therefore, that we have 
to reconcile ourselves to the prospect that an International 
Monetary Standard which assures stability of exchanges as 
well as of prices is, for the time being at any rate, an un- 
attainable ideal. It seems legitimate, in these circumstances, 
to argue that, for the sake of restoring international trade, 
we could afford to be content with the next best thing—that 
is, an International Gold Standard under which the in- 
stability of prices is more likely to be in the direction of a 
rising trend for many years to come than of a falling one. 


U.S.A. AND STERLING AREA 


But need we take quite so gloomy a view? Need we 
despair of all hope of attaining, if not a full measure of co- 
operation, yet enough of it to curb excessive changes? The 
group of countries comprising the Sterling Area alone com- 
mands a substantial share of world production, and its 
monetary policy, therefore, is likely to exercise a good 
deal of influence on the future value of gold. If the United 
States of America were to join with them in the pursuit of 
a common policy directed to curbing undue fluctuations in 
the purchasing power of gold—and there are good reasons 
for believing that they would—a great deal would have been 
achieved. ‘The outlook of the countries of the Sterling Area 
and of the United States of America, in regard to the ulti- 
mate aim of monetary policy, does not seem to differ in 
essentials, judging by the statements repeatedly made by 
leading American statesmen. They perceive, as we do, the 
dangers to the economic and social structure of violent 
changes in the purchasing power of money, and the social 
injustices it inflicts. They are aiming, in the first place, at 
restoring internal equilibrium. When they have attained 
it, they will seek, in the words of President Roosevelt, ‘‘ the 
kind of dollar which a generation hence will have the same 
purchasing and debt-paying power as the dollar value we 
hope to attain in the near future.’’ In short, they aim, as 
the Sterling countries do, at avoiding wide fluctuations in 
the purchasing power of their money when once a stable 
economic equilibrium has been reached. If, then, agree- 
ment were reached with the United States of America on 
this common policy, the battle against instability would be 
almost won, for the combined influence of this group of 
countries on the world’s monetary affairs is immensely 
powerful, not only because it commands more than one-half 
of the world’s total production, but also because the group 
would have among its members the world’s two greatest 
creditor countries—the United States of America and Great 
Britain. 
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THE IMMEDIATE TASKS 


THE facts and figures presented clearly reveal how marked 
is the contrast of economic developments in the Sterling 
and Gold countries since the former abandoned the Gold 
Standard. They leave no room for doubt that the former 
have made substantial progress towards recovery in their 
internal production and trade, and that the latter are still 
in the throes of a deep and devastating depression. Inter- 
national trade, on the other hand, has so far shown hardly 
any signs of recovery, and is hitting both groups of coun- 
tries about equally hard. Briefly summarised, the most 
urgent and immediate tasks ahead are for the Gold coun- 
tries to restore their internal production and trade, and for 
the Gold as well as the Sterling countries to remove the 
impediments which are at present clogging the channels of 
economic intercourse between the nations. What, in the 
present situation, dominates all else, and calls insistently 
for prompt and courageous action, is the restoration in each 
country of a stable equilibrium between the costs of pro- 
duction and the prices of the goods produced, and between 
the burden of debts and incomes. That applies especially 
to the countries which maintain the Gold Standard, or pre- 
tend to do so. Deflation as a means of attaining that 


equilibrium having failed completely in its purpose, the 
only possible way open to the Gold countries is an appro- 
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priate reduction of the gold value of their currencies, Qp¢, 
a stable equilibrium has been regained by this means, the 
countries concerned may well look forward to achieving , 
revival of their internal production and trade no less pro. 
nounced than that attained by the Sterling countries, More 
than that, they will have removed the most formidable 
impediment to the restoration of exchange stability over , 
wide area, and to the resumption of a freer and fuller flow 
of international trade and lending. They will also haye 
brought nearer the possibility of re-establishing an Inter. 
national Gold Standard under conditions which hold out 
the hope of giving to the world’s economy a surer and more 
stable monetary basis than hitherto—a condition that js 
indispensable for its ordered progress. 

Disaster or Recovery? The one or the other is probably 
nearer at hand in many lands than may appear on the 
surface—and the dividing line between them is a thin one, 
If Disaster is to be avoided, the central problem of Re- 
covery must be attacked promptly, courageously and 
squarely, by sound economic reasoning free from political 
or intellectual bias. If this problem is so attacked, its 
solution is within the grasp of most of the countries who 
are still in the worst throes of the depression. Then, and 
then only, will come the dawn of real World recovery, and, 
with it, a resumption of that increasing measure of 
prosperity which the march of civilisation has given man- 
kind the right to expect. 
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